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FENNEMORE CRAIG 
PXOFESSIONAL COXPOXATION 

PHOENIX 

I. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION, PURPOSE AND SUMMARY 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Jason Williamson. 

Boulevard, Suite 229, Denver, Colorado 80230. 

ON WHOSE BEHALF ARE YOU TESTIFYING? 

On behalf of the Applicant, Payson Water Co., Inc. (“PWC” or the “Company”). 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS 

PROCEEDING? 

Yes. In Phase 1, I submitted direct testimony in support of the Company’s request 

to consolidate and expedite the fmancing and rate applications, and in response to 

the Staff Report. I also testified at the Phase 1 hearings in late September 2013. 

Inthis Phase 2, I submitted rebuttal and rejoinder testimonies. As stated in my 

rejoinder, I am also adopting the direct testimony of the prior President, 

RobertHardcastle, because he no longer has any interest in or association with 

PWC. 

WHAT IS THE PURPOSE OF THIS SUPPLEMENTAL REJOINDER 

TESTIMONY? 

At the request of the Administrative Law Judge, I will address the issue of the 

condemnation of the StarIQuail Valley system, whch was raised in Staffs direct 

testimony and in Intervenor Kathleen Reidhead’s (“KMR”) surrebuttal testimony. 

I will also respond to Intervenor Thomas Bremer’s (“Bremer”) recent filing 

regarding East Verde Park (“EVP’,). Finally, I will address the Company’s 

concerns and requests regarding the timing of the implementation of new rates. 

My business address is 7581 E. Academy 
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FENNEMORE CRAIG 
PHOSNIX 

PBOPEIDIONAL COBPORAIIOh 

11. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

CONDEMNATION OF STAWQUAIL VALLEY SYSTEM 

IN HER SURREBUTTAL TESTIMONY, KMR CLAIMS THE 

STANQUAIL VALLEY SYSTEM IS AN ASSET THAT IS “MISSING.” 

IS THIS SYSTEM MISSING? 

No. The Town of Star Valley (“Town”) condemned this system. 

DO YOU KNOW WHY THE SYSTEM WAS CONDEMNED, 

MR. WILLIAMSON? 

The condemnation occurred before JW Water Holdings, LLC bought the stock of 

PWC fiom Brooke Utilities. But, my general 

understanding is that the Town became interested in running its own water system 

and approached PWC on two different occasions in the past several years - 

the second time sometime in or around 201 1. The court issued its condemnation 

order in April 2012. Star Valley took possession of the Star/Quail Valley system 

on May 1,2012.’ Again, this was just over a year before we bought the stock. 

DO YOU KNOW WHAT HAPPENED TO THE PROCEEDS FROM THE 

CONDEMNATION JUDGMENT? 

It appears the proceeds were used primarily to pay bills as well as to provide a 

dividend to the previous shareholder before we bought the stock. The Company’s 

consultant, Mr. Bourassa, more fully explains this in his supplemental rejoinder 

testimony.2 

IS THERE REASON TO BELIEVE THAT PWC WAS BEHAVING BADLY 

OR ILLEGALLY, OR THAT THERE WAS SOMETHING WRONG WITH 

THESE ASSETS TO HAVE THEM CONDEMNED? 

Absolutely not. The word “condemnation” seems to have a negative connotation. 

I don’t know the details. 

See Exhibit JW-SRJ1. 
Supplemental Rejoinder Testimony of Thomas J. Bourassa at 3 2 
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FBNNEMORE CRAIG 
PROFESSIONAL COBPORAIIO& 

PHOENIX 

Q. 

A. 

Q. 
A. 

Q. 
A. 

But, the condemning of assets does not necessarily mean that there is anythrng 

wrong or bad or illegal going on. In fact, condemnation proceedings are not all 

that unusual - the power of eminent domain goes back to the Bill of fights. 

Here, the Town wanted the StadQuail Valley system and exercised its 

governmental powers to acquire it by paying fair market value. 

IN HER SURREBUTTAL TESTIMONY, KMR ASSERTS THAT PWC IS 

“LIABLE” TO THE CUSTOMERS FOR THE “LOSS” OF THE 

STAWQUAIL VALLEY SYSTEM. HOW DO YOU RESPOND? 

First of all, the condemnation was not a “loss.” The Town took the system and 

paid for it. All adjustments related to owning and operating Star/Quail Valley were 

made to the Company’s books. Yes, the fair value of PWC’s plant decreased as a 

result, however, this doesn’t mean the Company became worse off financially. 

Itjust got smaller. It certainly didn’t cause any expense to the customers that are 

still on one of PWC’s systems. 

PLEASE CONTINUE. 

KMR’s assertion that PWC is liable to the customers is simply uninformed. I will 

leave the law to the lawyers, but customers pay for utility service. Just because 

customers pay rates does not mean they have an ownership interest in PWC or its 

plant. It is the shareholders not the customers that are entitled to proceeds of a 

condemnation because it is the shareholders who have lost assets - in this case 

revenue producing assets. 

WHICH SHAREHOLDER LOST ASSETS? 

Brooke Utilities. That entity had its assets taken by the Town, that entity decided 

what to do with the proceeds, and then that entity sold JW Holdings the stock a 

little over a year later. Therefore, the current shareholder did not receive any 

benefit or compensation from the condemnation. 
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FENNEMORE CRAIG 
PROFESSIOXAL CORPORAIIOI 

PHOWIX 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

BUT DIDN’T THE CURRENT SHAREHOLDER PAY LESS TO BUY THE 

STOCK THAN IT WOULD HAVE HAD THE STANQUAIL VALLEY 

SYSTEM STILL BEEN THERE? 

Presumably. The fair market value of a water utility with roughly a third more 

customers is going to be higher. But we paid for what we bought - the stock of a 

water company that no longer owned or served the Star/Quail Valley system. 

Until KMR raised it, we did not see it as an issue for this rate case. 

DIDN’T MS. BROWN ADDRESS THE CONDEMNATION IN HER 

DIRECT TESTIMONY? 

Yes, she said that the proceeds belonged to the Company, and then she made an 

adjustment to CIAC that we disagree with and which has been fully addressed in 

earlier te~timony.~ Staff has not recommended any other relief. 

DO YOU AGREE THAT THE MONEY BELONGED TO THE COMPANY? 

Yes, fi-ankly I am not sure whom else it could have belonged to. It was the 

Company’s money, not the customers,’ and the shareholder, then Brooke, decided 

what the Company should do with the money. But the taking of the Star/Quail 

Valley system reduced the fair market value of the stock, so it was really just the 

shareholder’s payment for the loss of a revenue-producing asset - that system. 

COULDN’T THE MONEY HAVE BEEN USED TO IMPROVE THE 

SYSTEM? 

I am not going to speculate about what could have been done with money that the 

prior owners decided should go somewhere else. I might have chosen to reinvesi 

it, but I was not given that option. So, I am going to focus on this utility’s currenf 

concerns, and there are plenty of them. 

Direct Testimony of Crystal S. Brown at 7-8. 3 
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FENNEMORE CRAIG 
PXOFESSIONAL COXPOXATION 

PHOENIX 

Ill. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

SUPPLEMENTAL REJOINDER TO BREMER 

A. 

BREMER STATES THAT EVP STRONGLY OPPOSES PWC’S REQUEST 

FOR A HAULING SURCHARGE. HOW DO YOU RESPOND? 

With the current production available in EVP, the Company is concerned that it 

will be unable to maintain water service during the entirety of the summer months. 

It is possible that hauling could be minimal or even unnecessary. But the previous 

years’ shortages reveal the unpredictability of the   up ply.^ 
IS PWC’S CURRENT FINANCIAL POSITION A FACTOR? 

Certainly. The Company is currently experiencing serious financial challenges. 

We do not want to be faced with having to choose between hauling water to 

maintain the supply and running out of water. Without an augmentation tariff, 

the Company could be forced to run out of water because it simply cannot afford to 

pay for hauling without recovery through rates. 

BUT ISN’T HAULING JUST A TEMPORARY MEASURE? 

Maybe. We have already agreed to do the analysis recommended by Staff in its 

engineering report. PWC is currently working with its engineer to apply to WIFA 

for a grant to be able to study the water supply issues in EVP. When that analysis 

is complete, we hope to know what options are available to augment the existing 

supply and what the estimated costs will be. At that time we can assess whethei 

the cost of permanent water supply augmentation is warranted for this small 

system. 

WHY WASN’T THIS SORT OF ANALYSIS ALREADY DONE? 

I do not know, we would have to ask the prior shareholders. As I have testified. 

JW Holdings acquired the Company about 7 months ago. Since then we have been 

REQUEST FOR EVP HAULING SURCHARGE 

See Exhibit JW-SRJ2, which depicts the gallons hauled and associated costs for the last three years. 4 
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PROFES~IONAI. COBPORAIIO 

PHOENIX 

Q. 

A. 

Q. 

A. 

JY. 

Q. 

A. 

focused primarily on staying solvent and getting ready for this summer’s water 

supply challenges. 

HAS THE COMPANY HAULED WATER OUT OF EVP TO DELIVER 

ELSEWHERE? 

Certainly not since we took over ownership and operation. Nor do I fmd any 

evidence that this has occurred in the recent past. 

B. WATER USAGE DATA 

BREMER QUESTIONS THE NEED FOR A HAULING TARIFF BASED 

ON REFERENCE TO WATER PRODUCTION AND USGAGE DATA 

(SURREBUTTAL AT PAGE 4). HOW DOES THE COMPANY RESPOND? 

PWC was concerned with Bremer’s figures. After researching, the Company 

determined that the figures provided in the 2012 annual report were both 

incomplete and incorrect. In fact, it appears the correct percent of water loss for 

EVP is only 1.6 per~ent .~ We appreciate Bremer’s having brought these errors to 

the Company’s attention. An amended report has been forwarded to the Utilities 

Division. 

TIMING OF THE IMPLEMENTATION OF RATES 

A. PROCEDURAL BACKGROUND 

WHEN DID PWC FILE ITS RATE APPLICATION, AND WHEN DID THE 

APPLICATION REACH SUFFICIENCY? 

The Company filed on April 22, 2013. The application was deemed sufficient on 

June 3, Originally, hearing was set for early December 2013. A fmal decision in 

this case would have been due in late February 2014. 

See Exhibit JW-SRJ3 (well reading). 
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FENNEMORE CRAIG 
PROFESSIONAL CORPORATIOI 

PHOSNIX 

Q. 
A. 

Q. 

A. 

WHY DID THE SCHEDULE CHANGE? 

On August 15, PWC moved the Commission to consolidate its rate and financing 

applications and order an expedited procedural schedule so that PWC could pursue 

an opportunity to build an interconnection between the Town of Payson and Mesa 

del Caballo (“MDC-TOP line”). The case was ultimately bifurcated into two 

phases. 

Phase 1 addressed a portion of the Company’s fmancing request, which, 

if approved, would enable PWC to borrow funds from WIFA to build the MDC- 

TOP line and avoid having to haul water to MDC during the summer of 2014. 

The Commission did approve the Company’s request in Decision No. 74175 

(October 25, 2013), authorizing the Company to borrow up to $275,000 from 

WIFA. 

This Phase 2 is addressing the remaining portion of the Company’s 

financing request and its request for a rate increase. 

B. IMPLEMENTATION OF NEW RATES 

AS FAR AS THE TIMING OF THE NEW RATES WHAT ARE THE 

COMPANY’S CONCERNS? 

We recognize that scheduling conflicts in December of 2013, as well as OUT requesl 

for expedited approval for fmancing (Phase 1) contributed to the delay. But the 

Company is in dire need for new rates. Our initial proposal in August 2013 was 

actually to consolidate and expedite the entire proceedings, and for a decision on 

the financing and the rate application to go before the Commission ir 

December 2013. That’s how desperate we are. Unfortunately for us, Staff opposed 

expehting the entire proceedings. While we ultimately worked out a new schedule. 

it was always done with the anticipation that new rates would be in effect before the 

summer water supply limits start. Even with the approved fmancing we’re still ir 
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FENNEMORE CRAIG 
PROF~SSIONAL CORPOBAIIO~ 

PHOENIX 

Q. 

A. 

Q. 
A. 

the same boat. We need new rates to be in effect now, or at least by May 1,2014 as 

was our understanding when the phasing and new schedule was worked out and 

approved. 

WHAT IF NEW RATES ARE NOT IN EFFECT BY MAY 1, 2014, 

MR. WILLIAMSON? 

The impacts would be numerous and potentially dangerous. I’ll try to identify a 

few that are most concerning. First, we would be in a situation where we have 

installed the new TOP-MDC connection, funded by WIFA and approved in Phase 1 

of this proceeding, but without the means of paying Payson for the water to send 

through the line to customers in MDC. 

Second, the Company will continue to be unable to pay all of its bills, 

including the bills associated with this rate case which, due to the complexity of the 

proceedings and the number of intervenors, continue to accrue at concerning rates. 

Finally, and similar to our reasons for requesting an augmentation tariff for 

EVP, we would be forced to make some very difficult decisions that could impaci 

our core responsibility as a water company: To provide safe and reliable water 

utility service for our customers. In the case of water shortages in EVP and MDC: 

we would be forced to decide between providing water through alternate methods 

or running out of water, simply because we may not have the means to afford the 

alternative measures. 

WHAT ABOUT THE HAULING TARIFF FOR MDC? 

It is still in effect and will be until we make a filing and the Commission issues 

another order. But that tariff cannot be used to just buy the water from the Town to 

deliver through the TOP-MDC line. So we can buy the same water and haul it, bul 

we won’t be able to use the TOP-MDC line until the Commission approves new 

rates that include a PWAM. 
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Q- 

A. 

DOES THIS CONCLUDE YOUR SUPPLEMENTAL REJOINDER 

TESTIMONY? 

Yes. 
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Michael W. Patten (No. 009796) 
Timoth J. Sabo (No. 021309) 
ROS€dA DEWULF & PATTEN, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Telephone: (602) 256-6100 
mpatten@,rdp-1aw.com 
tsabo@rdp-1aw.com 

Timothy W. Grim (No. 020472) 
Town Attorney 
Town of Star Valley 
3675 East Highway 260 
Star Valley, Arizona 8554 1 
TeIephone: (928) 472-7752 
townmanager@ci.star-vallev.az.us 

Attorneys for Plaintiff Town of Star Valley 

IN THE SUPERTOR COURT OF THE STATE OF ARIZONA 

IN AND FOR THE COUNTY OF GILA 

TOWN OF STAR VALLEY, a municipal 
corporation of the State of Arizona, 

Plaintiff, 

V. 

PAYSON WATER CO., INC., an Arizona 
Zorporation; COUNTY OF GILA, a 
3olitical subdivision of the State of Arizona; 
lOHN DOES 1 through 10; and BLACK 
4ND WHITE PARTNERSHIPS 1 through 
10, 

Defendants. 

NO. CV 20 1 1-0043 8 

STIPULATED FINAL JUDGMENT 
IN CONDEMNATION 

(Hon. Peter J. Cahill) 

This matter came before the Court pursuant to the complaint to condemn a portion 

If the system of Payson Water Co., Inc., an Arizona corporation (“PWC”), by Plaintiff, 

he Town of Star Valley, a municipal corporation (the “Town”). After considering the 

:omplaint, the Court noting the consent of the parties to entry of this judgment, it 

mailto:mpatten@,rdp-1aw.com
mailto:tsabo@rdp-1aw.com


I 

1 
c 
L 

1 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

appearing that other than Gila County, there are no persons other than PWC having an] 

right, title, claim or interest in and to the property and/or title, claim, or interest in and tc 

the property and/or assets which are the subject of this condemnation proceeding and thi: 

Stipulated Final Judgment in Condemnation, and good cause appearing, hereby finds an( 

concludes as follows: 

NOW, THEREFORE, IT IS ORDERED, ADJUDGED, AND DECREED tha 

judgment be, and the same is, hereby entered as follows: 

1 .  That the Town have judgment condemning for its sole use, possession, anc 

ownership all of the plant, system, and business of PWC, including, but not limited to, all 

fee and/or leaseholds in real property legally described in Exhibit A attached hereto, all 

easements, water wells, pumps, water plants, substations, water distribution systems, 

customer accounts, books and records used and useful in providing water utility services, 

and all tangible, intangible, personal, or real property rights or interests in any way related 

to PWC (the “Town System”). The Town System also includes that portion of the PWC 

Certificate of Convenience and Necessity as shown the “StadQuaiI Valley” system on the 

map attached hereto as Exhibit B. PWC shall, upon satisfaction of this Stipulated Final 

hdgment in Condemnation, be forever barred fiom asserting any right, title, or interest 

:ontrary to the sole and exclusive ownership and possessory interest vested in the Town in 

;aid property; 

2. That the Town shall pay by wire transfer into escrow the total sum of 

E775,000.00 to be released to PWC on May 1, 2012 at 9:OO a.m., in accordance with the 

3scrow Instructions attached hereto as Exhibit C; 
3. That Gila County will receive Erom escrow the sum of $2,494.53 for any 

roperty taxes due and unpaid relating to the Town System for the period ending May 1, 

!012. This sum will be applied to parcel 941-01-005 (which consists of parcels 302-57- 

- 2 -  
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036, 302-60-004EY 302-60-052AY and 302-80-138). Other than as set forth in this 

Paragraph, all claims to property tax by Gila County for the Town System (parcels 302- 

57-036,302-60-004E, 302-60-052AY and 302-80-138) are extinguished. 

4. That said payment shall constitute full, fair, and final just compensation ta 

PWC for the condemnation of its property in its “as is, where is, with all faults” condition, 

and no further payments of any kind by the Town to PWC for the Town System shall be 

required. Provided, however, that the foregoing is limited by the representations and 

warranties of PWC set forth in Paragraph 6 of the Settlement Memorandum entered into 

on or about December 29, 201 1 (attached as Exhibit D) by and between PWC and the 

Town, and that the provisions of the said Paragraph 6 are incorporated herein by 

reference. 

5. That each party shall bear its own attorneys’ fees, costs, and expenses in 

connection with this action; 

6. That PWC shall, upon payment from escrow of the sum specified in 

Paragraph 2 (less any taxes claimed by Gila County), promptly execute a Satisfaction of 

Judgment with regard to the Stipulated Final Judgment in Condemnation and deliver same 

to the Town, which Satisfaction of Judgment shall be promptly filed with this Court; 

7. That the Court shall, upon the filing of the Satisfaction of Judgment, enter 

the Stipulated Final Order of Condemnation in the form attached hereto as Exhibit E, 

vesting in the Town sole use, possession, and ownership to all of the property and 

?roperty rights described in Paragraph 1, fiee and clear of any and all claims by, through, 

x on behalf of PWC and without the necessity of any other consents, orders, or approvals 

)y any governmental entities; 

8. That this Stipulated Final Judgment in Condemnation constitutes a final and 

:onclusive determination as to all issues raised in the Town’s complaint, and all matters 

>ertaining to just compensation due for the taking of the PWC property and property 

- 3 -  



I 

1 

i 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

rights, including, without limitation, any claims for damages of any kind or other reliel 

resulting from this proceeding, and shall constitute the final judgment in this proceeding 

in all respects. To the extent necessary, PWC specifically waives any right it may 

otherwise possess, in law or in equity, to appeal this Stipulated Final Judgment in 

Condemnation; 

9. That PWC shall execute such documents and take such firther action as 

may be reasonably required and necessary to fidly implement the intent of the parties and 

as may be reasonably required and necessary to fully effectuate the provisions set forth in 

this Stipulated Final Judgment in Condemnation. 

10. That PWC shall surrender possession of the Town System to the Town on 

May 1,2012 at 9:00 AM, and that the Town shall be authorized to take possession of the 

Town System on the same time and date. 

11. That as of May I ,  2012, at 9:00 AM, that portion of PWC’s Certificate of 

Convenience and Necessity for the Town System (as shown the “StarlQuail Valley” 

system on the map attached hereto as Exhibit B) be forever terminated and extinguished. 

DONE IN OPEN COURT-thk &@? ) 4 L L  “,2012. 

@&w H , Peter J, CahiII 

u u d g e  of the Superior Court 
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APPROVED AS TO FORM AND CONTENT: 

TOWN OF STAR VALLEY 

and 

Michael W. Patten (No. 009796) 
Timothy J. Sabo (No. 02 1309) 
ROSHKA DEWULF & PATEN, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Telephone: (602) 256-6100 
mpatten@rdp-law. corn 
tsabo@,rdp-1aw.com 

Attorneys for Plaintiff Town of Star Valley 

FENNEMORE CRAIG, P.C. 

3ILA COUNTY, ARIZONA 
Iaisy Flores, County Attornq 

Jhief DepuG County Attorney 
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ORIGINAL of the foregoing filed 
this &hay o f h i  I ,  2012 with: 

Clerk of the Court 
Gila County Superior Court 
1400 E. Ash Street 
Globe, Arizona 85501 

COPY of the foregoing hand-delivered 
t h i s E d a y  of@ 2012 with: 

Hon. Peter J. Cahill 
Judge of the Superior Court 
Gila County Superior Court 
1400 E. Ash Street 
Globe, Arizona 85501 

COPY of the foreg ing .mailed 
this 10 a day of ~w 20 12, to: 

Jay Shapiro, Esq. 
Fennemore Craig, P.C. 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 850 12 

Attorneys for Defendant Payson Water Co., Inc. 

Bryan B. Chambers, Esq. 
Gila County Attorney’s Office 
1400 E. Ash Street 
Globe, Arizona 8550 1 

Attorneys for Defendant Gila County, Arizona 
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EXHIBIT A 

to 

STIPULATED FINAL JUDGMENT IN 
CONDEMNATION 



Exhibit A 

All of the real and personal property and all other assets, if any, within 
the area described below used or useful in providing water services to 
the public in: 

Township 11 North, Range 10 East, Section 36 
Township 11 North, Range 11 East, Sections 3 1 and 32 
Township 10 North, Range 11 East, Section 05 

All of the foregoing in Gila County, Arizona 



J 

EXHIBIT B 
to 

STIPULATED FINAL JUDGMENT IN 
CONDEMNATION 



Payson Water Company, lnc. 



EXHIBIT C 

to 

STIPULATED FINAL JUDGMENT IN 
CONDEMNATION 



Escrow Instructions 

February - 2012 

First American Title Insurance Company 
2425 East Camelback Road, Suite 300 
Phoenix, Arizona 8501 6 
Attention: Neil Moffett 

Dear Neil: 

First American Title Insurance Company, a California corporation, has been selected to 
act as the escrow office (the “First American”) in connection with that certain Settlement 
Memorandum (the “Memorandum”), dated December - 201 1, between Payson Water 
Company, Inc., an Arizona corporation (the “Water Company”), and the Town of Star Valley, a 
municipal corporation and a political subdivision of the State of Arizona (the “Town”). Except 
as otherwise defined herein, all capitalized terms used herein shall have the meanings ascribed 
thereto in the Memorandum. 

As set forth in the Memorandum, on or before December 30,201 1, the Town will initiate 
an action in Eminent Domain in Gila County Superior Court (the “Court”) pursuant to ARS 9 12- 
1 1 I I et seq. to condemn the Town System (the “Proceeding”). As part of the Proceeding, the 
Town has agreed to pay to Water Company the sum of Seven Hundred Seventy-five Thousand 
and 00/100 Dollars ($775,000.00) as compensation (the “Compensation”). The Town shall pay 
the compensation into escrow not later than the earlier of (1) three days after the Court issues the 
Stipulated Final Judgment in Condemnation; or (2) May 1, 2012. The Compensation shall be 
escrowed and disbursed as set forth below. 

First American is hereby directed to hold, deal with, and dispose of the Compensation in 
accordance with the following terms and conditions: 

1 .  Within 3 days of entry of a final judgment of condemnation by the Court 
authorizing the Town to take possession of the Town System, the Town shall deposit with First 
American the Compensation. The compensation shall be wired to First American in accordance 
with the account and wiring information you have provided and which is enclosed herein. 

2. First American is instructed to invest the Compensation in an interest-bearing 
savings or money market account or short term U.S. Treasury Bills or similar cash equivalent 
securities, as Water Company may direct. Any interest earned on the Compensation, after 
deduction of First American’s customary investment charges, shall become and be deemed to be 
a part of the Compensation. Any escrow fee to be charged by First American is to be borne by 
the Town. 

3. On May 1, 2012, at 9:00 a.m., Mountain Standard Time, First American shall 
release to GiIa County from the Compensation the sum of $2,494.53 for any property taxes due 
and unpaid relating to the Town System up for the period ending May 1 , 20 12. 

4. On May 1, 2012, at 9:OO a.m., Mountain Standard Time, First American shall 
release the Compensation (less the $2,494.53 paid to Gila County) to Water Company pursuant to 
the wiring instructions to be provided by Water Company. 

6537646.11073283.0003 



All notices, requests, demands or other communications required or permitted under 
these Escrow Instructions shall be in writing and delivered personally, by certified mail, return 
receipt requested, postage prepaid, by overnight courier (such as Federal Express), or by facsimile 
transmission with confirmation of error-free transmission (with a copy to follow by certified mail, 
return receipt requested, postage paid or by overnight courier), addressed as follows: 

If to Water Company: 

Payson Water Company, Inc. 
3 1 0 1 State Road 
Bakersfield, California 93308 
Attn: Robert T. Hardcastle 
Email: RTH@brookeutiIities.com 
Facsimile: (66 1) 633-755 1 

With a copy to: 

Jay L. Shapiro 
Fennemore Craig 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 85012-2913 
Facsimile: (602) 916-5566 

If to Town: 

Timothy W. Grier (No. 020472) 
Town Attorney 
Town of Star Valley 
3675 East Highway 260 
Star Valley, Arizona 85541 
Telephone: (928) 472-7752 

With a copy to: 

Timothy J. Sabo 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
400 East Van Buren, Suite 800 
Phoenix, Arizona 85004 

If to Gila Countv: 

&&I Chambers. Esa, 
G la  Countv Attorn ev’s Office 
l U & E & U E L  et 
Globe. Arivrna 85501 

6537646.1 /073283.0003 
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If to First American: 

First American Title Insurance Company 
2425 East Camelback Road, Suite 300 
Phoenix, Arizona 
Attention: Neil Moffett 
Facsimile: (602) 567-8101 

All notices given in accordance with the terms hereof shall be deemed received on the 
earliest of the next business day if sent by overnight courier, on the same day if sent by facsimile 
transmission before 5:OO p.m. (Mountain Standard Time) on a business day or on the following 
business day if sent on a non-business day or after 5:OO p.m. (Mountain Standard Time), on the 
third (3rd) business day following deposit with the United States Mail as a registered or certified 
matter with postage prepaid, or when delivered personally or otherwise received. Any party 
hereto may change the address for receiving notices, requests, demands or other communication 
by notice sent in accordance with the terms of this paragraph. 

These Escrow Instructions are being entered into to implement the Memorandum and 
shall not (nor be deemed to) amend, modify or supersede the Memorandum or act as a waiver of 
any rights, obligations or remedies set forth therein; provided, however, that First American may 
rely solely upon these Escrow Instructions. 

Agreed and Acknowledged this day of February, 201 1. 

WATER COMPANY: 

Payson Water Company, an Arizona 
corporation 

By: 
Name: 
Title: 

TOWN: 

Town of Star Valley, a municipal 
corporation and a political subdivision 
of the State of Arizona 

By: 
Name: 

ATTEST: 

Town Clerk 

6537646. I /073283.0003 



APPROVED AS TO FORM: 

Town Attorney 

Agreed and Acknowledged this day of December, 20 1 1 .  

GILA COUNTY, ARIZONA 
Daisy Flores, County Attorney 

By : 
Brian Chambers 
Assistant County Attorney 

FIRST AMERKCAN: 

First American Title Insurance Company, 
a California corporation 

By: 
Name: 
Title: 

6537646.1/073283.0003 



EXHIBIT D 

to 

STIPULATED FINAL JUDGMENT IN 
CONDEMNATION 



SETTLEMENT MEM0RANDUM 

THIS SETTLEMENT MEMORANDUM (Ihs wMmOrandum’’) is mad8 and c n t d  
into as of the 29th day of December 2011 by and between PAYSON WATER COMPANY, 
INC.. an Arizona corporation (the “Water Companf’) and the TOWN OF STAR VALLEY, a 
municipd corpomtion and a potiti~al subdivision of the state of hizona (the “Town”) 
(individually, a “ P a w  and collective& ‘Parties‘‘). 

RECJTAU 

Water Cornpany is R public s&ce corporation, and holds a Certificate of 
Conveoience and Nu;essify (“CC&N”) granted by the Arizona Colporation Commission 
(’X’onmission”), together with other required permits md governmental approvals authoriting it 
to serve the public with water utility service in certain parts of Gila County, Arimna. 

Water Company owus two water systems serving thc Town of Stat Valley, which 
system’s location and make up are generally desuiW on Exhibit A attached hereto and 
incorporated berein by this rcfermce (the ‘Town System’’). The Town System is Public Water 
System No. 04-037 as ~ghtercd with the A h n a  Department of Eaviiotunental Qadity 
C‘ADBQ‘’). There are apptoximately 403 residential and 6 commercial meter connections 
scrviilg 361 customers on tbe Town System as of the date first set forth above. 

Town intends ta acquire the Town System tiom Water Company through the 
exercise of it8 power of eminent domain as set forth in A.R.S. 0 12-1 11 1 el sep. However, rather 
than engage in contested proceediiqp that will quire the ~ ~ ~ c e s ~ a r y  expandittire of the 
Parties’ resources, the Town and Water Company have reached an agreement to resolve the 
candemmtion proceedings in an unconteskd manner. 

Upon the entry of final judgment of oondemuation in t b  Gila County Superior 
Court and p a p a l  by the Town into cscfow of the sum of SEVEN HUNDRED SEVENTY- 
FIVE THOUSAND end NO DOLLAR$ ($775,000.00), beginning on May I ,  2012 at 9:00 AM, 
the Town will be the sob owner of the Town System and solely responsible for the pzovision of 
water utiiity s e m k  to the customers on the Town System, and Water Company Will only be 
responsible for campletion of any remaining Post-Condemuation Administration contemplated 
hwein, which will require the partics to moperate to accomplish various administrative mntters 
related to the Town’s acquisition of the Town System as addressed hmin. 

A. 

B. 

C. 

D. 



NOW, TEEREFO~, in considemtion of the promises and the mutual covenants and 
agreements contained herein and other good and valuable consideration, the receipt and 
sufficiency of which is hereby acknowledged Water Company and Town, intending m be Iegally 
bound, agree as follows: 

1. By thfs refireace, the parties hereby ages to 
incorporate the recitals above as part of the teras and Conditions of this Memomdm as if fbIly 
set forzh herein. 

2. &nhent Doma ‘n ProetediagS. As soon a practicable but in no event l a k  than 
December 30,201 1, the Towr will initiate an aceion in Enlinent Domain pursuant to A.R.S. 9 
,12-I 1 11 el seq. in Gila County Superior Court to codeinn the Town System (the “Proceeding”). 
lo connection witb the Proceeding, the Parties further agree as follows: 

To cooperate and prepare aU documents, pleadings and other thfngs 
necessary for the Proceeding to commence, be litigated and conclude with entry of a final 
judgment of condemnation to be followed by a final order of condemnation. The final 
judgment of candennation shall also q u i r e  the Towi to pay into escrow he just 
compensation contemplatbd herein within 3 days of entry of judgment. 

Water Compnny w a h s  my claim thet the Town has failed to compIy with 
A.R.S. § 12-1 I1G.A which requires the Tow to first provide Water Company with an 
appraisal of the assets subject to the condemnation. 

Town shall not seek immediate posstssion ofthe Town System, tather, the 
final judgment of condenuratiou will authorize the Town to take possession of the Town 
System on May 1,2012 at 9:00 AM. 

The Town System has a hir  market value of no less than SFCEN 
ENNDRED SEVENTY-FIVE THOUSAND and NO DOLLARS ($77Sy000.00) and that 
B condemnation award (“Compensation”) to Water Company in that amount is just 
compensation for the taking of Weter Company’s Town System. 

3. pavment of the Compensation. Within 3 days of entry of a fmI judgment of 
condemnation authorizing Tow1 to take possession of the Town System, Town shall pay the 
Compensation into Escrow 85 contemplated herein. Water Company shall be entitled to receive 
payment of the Compensation ftom &crow on May I, 2012 at 9:OO a.m. Town further 
acknowledges and egrets that the consideration for Water Compy’s agreement not to contest 
the Proceeding specifmlly includes Town’s agreement to pay the Compensation, Once the 
Compensation has been piaced in Escrow, the Escrow Instructions agned to herein shall govern 
its distribution. 

4. post-Condemnation Administration. Water Company and Town also agree that 

Incorporation of Rea ‘talg. 

A. 

B. 

C. 

D. 

certain additional actions wiii need to be 
condemnation. The P a r h  agree to fully and 

taken following entry the final judgment of 
reasonably cooperate in all matters necessary to 



complete the transfer of the Town System b the Town. In connection therewith the Partics 
agree as foIlows: 

Escrow, Water Company will notify the Comnrission of the find judgment of condenmation and 
ask that the Town System be admtnistratlvely deleted &om its CXXN or file any olher necessary 
or appropriate information to allow &e Commission to delete the Town System from Watet 
Cowpany’s CC&N. In such notice, Watn; Company will in&& the tmtment of meter deposits 
and line extension agreements applicable to the Town System. This provision does not 
constitute rn admission by Water Company that Commission approval to transfer the Town 
System or cancel the CC&N is necessary under applicable law and regulation. 

Customcr Me ter Deuosits, Town is catitled to a credit for the value of 
meter deposiis received by Water Company from customers within the Town System as May 1, 
2012, and not applied to delinquent acoounts by Water Company. Town achodcdgcs and 
agrees that as a result of the condmation that, post-condemnation, Town shall assm6 all 
obligations for refinding the existing customer meter deposits. 

c, Custonier Rcceivribh. In addition to and separate from the 
Compensation, Water Company shall be entitled to receive payment for the value of services 
rendered to ntstomrs in the Town System but not billcd and services billed but not received as 
of the datc of entry of the final judgment in tht Proceedings (the nCustomer Receivables”). 
Witliiu thirty (30) days following May 1, 2012, Town and Water Company shall reach an 
accounting of Customer Receivables. 

Water Well Documentatioq. Water Company and Town acknowIcdgc that 
part of the Town System are water wells regiswred with the h m  Departmalt of Water 
Resources as Well Registration Numbers 5E501381, 55-605247, 55-519703, 55-538696, 55- 
548773 (the Wafer Company WelIs”). Water Company presently has on file docurncnts with 
the Arizona Depattment of Water Resources relating to the Water Company Wells and agrees 
that it will cooperate with Town to ~ccornplish the transfer or assignment of any such 
documentation following Water company’s lodging of a satisfaction of judgnient. 

Escrow htruct io i~ .  TIE Parties have agreed to the Escrow Inshvctions attached 
hereto as Exhibit B, which instructions authonzu the Escrow o f t i e  to, among other things, 
release the Compensation to Water Company on May 1,2012 at 9:OO a.m. Following payment of 
the Compensation from Escrow, Water Company shall promptly file evidence of satisfaction of 
judgment. 

a. C d s s  ion No tice. FolIowing payment of the Compensation inlo 

b. 

d. 

5. 

6. p~ i ‘tio * Waivcrand Indcmni . 
a. Qther Svstems Town acknowledges that Water Company has other 

systems and customea and agrees that ncithcr the Proceeding nor any aspect of the transition 
shall inhibit Water Company’s o p t i o n s  in any manner. 

“As is” co nditioa, Town further acknowledges and agrees that it is taking 
title to a public water system in its existing condition subject only to the representations made 
Imb. 

b. 
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c. JteDresenta tians by the Water Comciany, "he Water Company rcpments 

i. No known defects The Water Company is not aware of any 
material defects in tbe Town System; 

Pians mtfspec@cutionJ, To the Water Company's knowledge, ail 
plans and spm'fications of the Town System accurately d t c t  the s@m, and copies of 811 such 
plans and specifications will be pfovided to the Town OD or before the entry of final judgment of 
condemnation. 

Btuironmentu! fiabilltiw. The Watet Company is not aware of my 
actual, pmbable 01' thrcatcned e n v * m t a l  Iialdlitirs pertaining to tha Town Systcm; 

Title. The Water Company hos good and marketable title to the 
Tom System, and all the RSSC~S thereof inoluding all casements used or necessary b operate the 
Town Sys~em. 

v. YaM corporate exijrence and powers, The Water Company has 
been duly incorporated and validly wists under the laws of the State of Arizona. The Water 
Company has all requisite corporate power and authority to own its property and to carry on its 
business as now being conducted in the Town System. 

vi. Power to cuecute Memorandum. The Water Company has ell 
requisite coporate power and authority to execute and deliver chis Memorandum, to perform its 
obligatioirs hereunder and to consummate t I t ~  transactions contemplated hereby. The txecUtion 
and delivery of this Memorandum and the consummation of the transactions contemplatcd 
hereby have bcen duly and validly authorized by all necessary corporate action on the part of the 
Water Company. This Memorandum has been duly and validiy executed and delivered by Water 
Company and constitutes a valid and binding agreement of Water Company, enforceable against 
the Water Company in accordance With its te~m. 

vii. No violation porn execution and consummation of Meulormdurn. 
The execution and del i icy of this h4cmomdm by the Water Company and the consummation 
of the transactions contemplated hercby will not result in tbe violation of: (A) thc Arliolcs of 
'Incorporation or Bylaws of  the Water Company, (B)my material contract of the Water 
Company or (C)any statute, law, onfinance, rule or regulation (the "Law") or my order or 
judgment of my c o w  or other governmental agency applicable to it or the transactions 
contemplated hereby. 

Viii. No regulory qpprowis needed. No regulatory approval or 
consent of my other third paay is required to be obtained by Water Company with rcspcct to the 
execution a d  delivery of this Memorandum or the consummation of the transactions 
contemplated hereby. 

No vfolatim. The Water Company is not in violation oT, nor, to 
the knowledge of the Water Company, under invesrigation with respct to, any violation of; any 

and warrants to the Town 8s follows: 

ii. 

iii. 

iv. 

ix. 
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laws or any orders of the Commission, the ADWR, ADEQ, tbe USEPA or any other 

Recelpl of aufhorizuttom, The Water Company is duly authorized 
by the Commission to conduct the business of 8 water utility in the area served by thc Town 
System and bes all permits, licenses, ihnohiscs and other governmental autlmhtims, consents 
and approwds necessary to conduct its business therein. 

Articles and @kzws. The Water Company is not in violation of 
any provision of its Articl8s of h q m a t i o n  of Bylaw. 

VfoZatioH qf other contructs. The Water Company is not in 
violation of any coatract applicable to the Water Company or its properties or assets, cxctpt for 
Violations which would not, individually or in the aggregate, reasonably be expected to have a 
materid adversc effect with respect to the Town System. 

Xiii. hgufatmyflhgs. AU filings required to be made by Water 
Company dace Dtcemba 3 I, 2010, under MY applicable Laws or orders of tbc Commkion, the 
ADWR, the USEPA, the ADEQ ot other applicable gav-nfal agency, have been filed and 
all such filings complied, as of their mpective dates. in sll material respects with all applicable 
requirements of such laws or orders, except fbr such filings or such failuses to comply that would 
not, individually or in the aggmga& reasonably be expected have a material adverse effect with 
respect to the Town System. 

Environmentul Mutters. Neither the Water Company nor aqy of its 
property or operations is subject40 any outstanding der ,  decree or agreement with any person 
relating to my environmental law. To Water Company's knowledge, them have been fio 
conditions or occumnas (includi the idease of baratdous materials in, on, under or migrating 
from any of the Water Company's property or any fiilure by the Water Comnpq to use store, 
transport or dispose of hazardous materials in compliance with Environniental Laws} which is 
reasonably expected to form the basis of a claim arising under any environmental law against the 
Water Company with resped to the Town System. The Town has been provided access to all 
envhmentd reports concerning any property &Water Company h its Town System (04-037) 
in the possession of the Water Company or Its affdiates. 

Water f&uZt@, The quality of water supplied by Water Company 
to its customem meets or exceeds all standards for quality and s&ty of water in all merial 
respects in accordance witb appltcable laws and orders of any applicable governmental agency 
with respect to the Town System. 

x i .  UpgrrrdRF w hgrovernents. The Water Company has provided the 
Town with a Capital Expcaditurcs Budget that represents its reasonably e x p a d  improvements, 
upgrades, and modifications io the Town System. 

KwwIed~e. For the purposes of this paragraph, the words "knowledge" 
and "aware" refer to the actual knowledge of the officers, directors, managers, or employees of 
the Wata Company or its a f f r l i  B m k e  Utilities, Inc. 

govwpmcata agency with Fespect lo the Town system. 

x. 

xi. 

xii. 

xiv. 

xv. 

D. 
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E. !A%  re* 'DB: E& N. Water Company, for itself, 
and its successors, beneficiaries, heirs, assigns partners, limited partners, constituent entities, 
afEliates, oficcts, directors, stockholdm, members, mauagers, principals, servants, employees, 
agents, insurers and npresentativss, and each of hem, filly end forever waives any and all rights 
under its CC&N for the Town System. This waiver shall take fleet upon the Towi's payment 
of tho Compensation into escrow in mxxdance with Section 3. In addition, Watcr Company 
a p e s  to indemnlfl, defend and hold harmless the Town from any and all claims made by my 
other person, catity or governmmtal agency makihg a d a h  due to the ACC's failure to reflect 
the deletion of the Town Systam 6orn Water company's CCW. The indemnity contemplated 
herein shail expire on November 1 , 2012. 

&somomtion, The provisions of this Paragraph 6 shall be incorporated 
into the proposed final order of condemnation to be submitted to the Court in the Proceeding. 
The provisions of this Pamgmph 6 8Ml remain in effect following the Courts appravel of tho 
final onier of condemnation. 

Term. The tenns of this Memorandum shall continue in 1 1 1  force and effect until 
the parties have completed all of the necessary Post-Condemnation Administrative P r o d i n g s  
contemplated hcrcin, and in no event shall it terminate before Water Company has received full 
payment of the Compensation and notice from the Commission that the Town System has been 
removed &om Water Company's CC&N and nothing hrther is required of the Water Company 
from the Commission or any othcr agency with applicable authority with respect to the Town 
System. 

Qrdinarv Couse of Business. For tbe period of the after the execution of thls 
Memmdum and bsfore the Town takes possession of the Tow% System on May I,  2012, tbc 
Water Cornparty shall operate the Town Systcm in asoxdance with its ordinary courso of 
business. Any devialions from the ordinary courst of business shall not take place without prior 
notice to the Town and opportunity for comment by the Town. unless exigent circumsbnces 
prcvcnt such notice, 

F, 

7. 

8. 

9. M-1 mleasc. 

a. m b v t h  e Water Corn-. Except as otherwisc set forth herein and 
except 85 limited by the terms of this Memornndum, the Water Company, for itself, and its 
SUCCCSSO~S, beneficiariq heirs, assigns, parulers, limited partners, constituent entiti* afi[iliates, 
officers, directow, stockholden, members, managers, principals, sentants, employees, agents, 
insurers and representatives, and each of them, fully and forever release, relieve, waive, absolve 
and acquit the Town, including without limitation, the Town's successors, beneficiaries, heirs, 
assigns, p r t ~ ~ ~ r ~ ,  constibent entities, affiliites, officers, directors, stockholders, members, 
managus, principals, SCNBU~S, employecs, agmts, insurers end representatives, and each of 
them from and of any and all claims including, without imitation, dl demands, promises, cm~ses 
of action, actions, suits, debts, liabilities, ObUgntions, corn, expenses, sums of money, 
controvusies, damages, accounts, reckonings, and liens o f  every kind or nature whatsoever, 
whether mature, oontingtnt, past, pnsent, hfure, direct, dCnvative, subrogated, personal, 
assigned, discovered, undiscovered, suspected, unsuspecred, legal or equitable, which it has or 
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may have or have had, owned, or held at my time by reeson of any mattu, cause or thing, 
involving or reasonably related to the Town System or the Proceeding. 

b. JtcJa sc bv th B Town. Except as othGNVise set forth h a m  and except as 
. limited by the terms of this Memorandum, theTown, for itself, and its successors, beneficiaries, 

heirs, assigns, partners, partners* constituent entities, afIiliatcs, officm, directors, stockholders, 
members, managers, principds* servants, unployecs, egents, insums and reprcsmtathw, and 
cach of *em, l l l y  and forever release, relieve, waive, absolve and acquit the Water Company, 
including without limitation, its successors, bcnefioiaries, heirs, assigns, spouses, partners; 
limited partners3 constituent entities, affiliates, officers, directors, stockholders, munbm, 
managers, principals, servants, employees, agents, h e r s  and tepresentatlvcs, and each of 
them, ftom and of any and all claims including, without limitation, all demands, promises, causes 
of action, actions, snits, debts, liabilities, obligafions, costs, expenses, sums of money, 
corUrov&rsies, damages, mounts, nckonlngs, and liens of every kind or nature whatsoever, 
whether mahue, contingent, past, present, fiture, direcf derivative, submgrited, personal, 
assigned, discovered, undiscovered, suspeot4 unswpccted, legal or eqnifablc, which they have 
or may have or have had, owned, or held at any h e  by reason of any matter, cause or thing, 
invoJvmg or reasonably related to the Town System or the Proceeding. 

Peadlines. The Town and the Water Company shall use best efforts to meet the 
deadlines specifd in this Memorandum, includiig (he lbcmber 23, 201 1 date for filing the 
Proceeding, However, no monetary claim shall arisc against any party for the failure to meet any 
such deadlines. 

Bindinn Ellkf,, This Memorandum shall be binding upon the partin and their 
cespcctive successors and assigns. 

10. 

1 1. 

12. Severabilitv. If any portion of tbii Memorandum is found to be invalid, such 
finding will not && the validity of the nmainder of this Memorandum and to this end the 
provisions of this Memorandum a n  severable. 

No Waiver. No waives of any provision of this Memorandum shall be deemed or 
constitute e waiver of any other provision, nor shall it be deemed to be a continuing waiver 
unless expressly provided for by a vvlitten amendment to this Memorandum signed by the 
parti*, nor will the waiver of any dtfault under this Memorandum be deemed a waiver of MY 
subscqueut default of the same. type. The Town's kilure to exepcise my right under this 
Memorandum Will not ConStitOte the approval of any wmngfid act by the Water Company. 

Notices. All notices, requests and other commmrications hereunder shall be given 
in writing and ejtlrtr (i) personally served on the party to whom it is given, or (ii} mailed by 
registered or certified mas, postage prepaid, return receipt requested, (jii) sent by a nationally 
recognized overnight courier service, or (iv) sent by facsimile transmission, addressed to the 
party at the address provided Mow: 

13. 

14. 

Water Company: Payson Water Company, hc. 
3 101 State Rd. 
Bakersfield, CA 93308 



A.tfx Robert T. Hadcastle 
Email: RTH@brookutifities.com 
PAX: {661) 633-7551 

J a y  L. Shapiro 
Feonemcrrt Craig 
3003 North Central Avenue 
%ii 2600 

FAX: (602) 916-5566 

With a copy to: 

Phoenix, AZ 85012-2913 

Town: Town of Star Valley 
Attentiow Town Wager 
3625 East Highway 260 
Star Valley, Arizona 85541 

With a copy to: Timothy J. Sabo 
Roshkrr DeWulf& Patten, PLC 
One Arizona Center 
400 East Van Buren, Suite 800 
P h d x ,  Arizona 85004 

All noticcs shall be darned delivered and received upon the d i e s t  of (a) nctual rcdpt, (b) thc 
third (3rd) day after the day of mailia& (c) the next business day after the date of deposit with a 
nationally recognized overnight courier service, or (rl) upon confirmation of mor-free k d m i l e  
transmission. Any notices received on a Saturday, Sunday M on aa Arimna State or federal 
holiday, or after 5:OO p.m, Arimfia time, on a business day shall be detmtd received on tbe next 
succeeding busiaess day. Any party may change its address for the receipt of notices at any h e  
by giving written notice thereof to tht other pg~tica in accordaace with the terms of this 
paragraph. The inability to deliver notice because of a ohangcd address of which no notice was 
given, or the rtjection or other refusal to accepf my notice, shall be deemed to be the afftctive 
receipt of the notice as of the date of such inability to deliver of rejection or ref\lsaI to accept. 

15, mc tive Date of Meinora dum. "his EAemorendum shall bn;omc effective upon 
execution. 

16. . This Mcmorandum and the rights o f  the Parties hereto shd be 
governed by and construed in Bccofdance with the intern1 laws of the State of Arizona without 
regard to conflicts of laws prhoiples. 

Authority. The Parties acknowledge and warrant that each of than is fully 
authorized and empowered to execute lhis M c m d u m  by and through the individual(s) 
executing hereinefter. 

18. F . The Parties shall txtcutc and deliver any and a11 such 
documents and perform any and all such acts 8s reasonably necessary or required to carry out the 
matters contemplated by this Memorandum. including. without limitation, all documeats 

17. 

8 
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necessary fbr Town to initiate and pmsecute an action for condemnation of the Town System in 
Gila County Superior Court and all documents necessary tu scck confirmation of the deietion of 
the Town System from Water Company's CCW. 

ReDr tsentatr -om. Each of the Parties acknowIcdges and warrards thhw it has been, 
or has hwl an opportunity to be represented by independent counsel. This Memorandum is the 
rem11 of negotiation between the Parties end their respediv* attorneys, and the terms, conditions 
and provisions of this Memorandm shall bo consttuad in E Si and even manna regargllass of 
the Party who &.afted this Mcmmdum or any provision or portion thereof. 

$2ounteraarts . This Memorandum may be executed in one or more counterparts. 
Each executed oomtcrpmt shdl for all purposes bedeemed an original, but all of which together 
shall constitute in the aggicgate but one and the same instrument. The signature pages from one 
or more counterpwts may be temoved there ftom and attached to one or m m  duplicate 
agreementi containing all original signatuns. 

na te of Performance. If this Memorandum provides that any time period expires 
or date for pc&rmancc specified in this Memorandum @Is on a non-business day (a Saturday, 
Sunday or legal holiday recognized by the Town), such t h e  period or performance deedIinc 
shall be extended to the Tow's next business day. Skcept as may otherwise be set forth herein, 
any performaacc shol be timely made and completed no later than 5:OO p.m. (Arizona time} on 
the date the performance is due. 

22. Comdete Ameemt nt. This Memorandum and additional written agreements 
described herein, if anya contain and set h t h  the entire and exclusive Meniorandum and 
understaodiig between the Parties hereto pertaining to the subject matter of this Memorandum 
and reflect &e reasonable expectations of the Parties hereto. This Memorendurn may not be 
amended or mdifiid in any way whatxwer without the prior written consent of all Partics to 
this Mernomdum Notwithstanding anything to the contrary contained in this MemorandumD 
this Memorandum is not intended to modify, amend, replace, abdge, abrogate or otflerwise 
affect any other @ts or obli@*ons of Water Company. 

gistwte Resolut ion. Any dispute, controversy, claim, or cause of action arising 
out of or refated to this Memorandum shall be governed by Arizona law sod may, but in no amit 
need, be settled by submission with the consent of ell pertics to binding arbitrettion in accordance 
With the rules of tlle American Arbitration Association and the Arizona Uniform Arbitration Act, 
A.RS. 6 12-1501, el seq.. and judgment upon any a w d  rendered by the arbitrator(s} may be 
cnttred in the Superior Coiut of Maricopa County, or any such dispute, controversyD claim or 
cause of action inay be litigated in a court, The venue for any such dispute shall be Maricopa 
County, Arizona. 

24. Conflict of Interest. This Memorandum is subject to the provisions of A.RS. 
5 38-5 I I and Town represents, to the best of its knowledge that no snch conflict exists. 

25. Ho 0 ther Partv Be& . This Memorandum inures to the benefii of the Parties 
and is not executed for the benetit of other parties, such as, but not limited to, materid men, 
laborers, or others providing work, setvices or materials m furtherance of the Water Company. 

19. 

20. 

21. 

23. 

9 



THE REMAINDBR OF THIS PAGE LEFT INTENTIONALLY BLANK 

I 



IN WITNESS WFBREOF, the parties hcrcto have executed this Memorandum as of the 
date first set forth above. 

T O W .  

Tom Clerk 



Exhibit "A" 

Dexxiption of Town System 

Exhibtt "B" 

Escrow Inst~~ctiom 
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ExbibltB 

Escrow Instructions 

First American Title InsurancG Company 
2425 Eaa Camelback R o d  Suk 300 
Pliouiix, Arizoaa 85016 
Attention: Neil M&K 

Dtsrkit 

First Amorican W e  Inntmnce Cmnpnny, a Callibrnla coqwmtica, hos been selwted to 
act a9 the e m w  office (the American") in ~ o ~ ~ e c - d o n  with that certoin &ir/etmnf 
Me-8 (tho "Mcmoranduiu"), dated Dwmter  2011, between PQWn water 
Company, Inc., ai1 Arizona corponition (the "Water Company*), and the TOW of Star Vdlcy. a 
municipal cwporation end a polioel subdivision oftha State of Arizona (the Town"). Sxcspt 
as o d ~ ~ ~ i s e  MIMI her&& all capitalized terms used hwein shall have the meanings ascribed 
thtrtto in the Manorandun. 

As set forth in the Memoraiidum, on or Wore December 30,201 I, the Town will initiatc 
an &ai in Eminent Domsin inGila County Superior Court (the "Court") pursuonl to ARS f 12- 
1 I 11 el sq. to condemn the Town S y t m  (the "Proceeding"). As part of the Pmcecding, the 
Town has agreed to pay to Water Cornpy the sum of Seven Hundmd Seventy-five T h m d  
and Mu100 Dollars ($77S.OOD.00) as coinpisation (tbe Tompensacion"). nie Compensatioii 
sliail be esarowed and disbursed as sat forth blow. 

First American is hereby directs$ to hold, dsal with, and disposo of the Compensation in 
accordance with the following tcnns and coitditions: 

1. Within 3 days of entry of 8 final judgment of mudemnation by the Court 
authorizing the Town to take possasSion of the Town Systcm, the Town dial1 @wit with First 
Anier-clili the Compeidon .  The Cornpeasation shell k wired to First American in accordance 
with thu 8fcotlllf arid wiring infwmalion p a  havc pmvided and which is m c 1 d  herein. 

First Amdcan.ls insbuctd to invest the Compensation in an inter&-bearing 
savings or money market account or short tenn U.S. Treasury Bills or similar cash quivalcict 
sccuritics, as Water Company may dinct. Any interost earned on thc Compelidon, after 
dedocdon of First American's customary investment oharges, shall become and be desrned to be 
a part of he Compensation. Ally wcrow f a  to be charged by First Amaim is to be bane by 
the Town. 

3. On May 1, 2012, at 900 a.m., Mountain Standard Time, First American shall 
release  ti^ Coinpensation to Water Company pursuant to the wiring indwctions to be providcd 
by Water Company. 

A11 notices, requests, demands or othw oommunications rqulred OT pcrmittcd unda 
these Escrow Instructions rhatl be in writing and d d h e d  pers~mally, by d f i e d  mail, return 
receipt rtqucacd, postage p e d ,  by ovmight courier (such 85 Federal Express), or by tkdrnik, 

2. 



umtsmission with confirmation oferror-fiw tmmmission (with a copy to follow by certified mail, 
return receipt quested, pastage paid or by overnight aurler). addressed as follows: 

If to Wata Company: 

payson Water Company, he. 
3101 Statchd 
Bakersfield, Callfbrnia 93308 
Ann: Robert T. Herdcastle 
Email; RTH@mokcutiIitics.mn 
Fscsimik: (661) 633-1551 

Wilh a copy to. 

-Jay L. shapiro 
knncmorc Cmig 
3003 North Central A w i i c  
suite 2600 
Phoenix, Arfiona 85012-2915 
Facs'mik: (602) 9 16-5566 

If to Town: 

Town of Sur Valley 

Pacshik:(J - I 

Attention: 

With a copy b: 

Timothy J. Sabo 
Roshka DeWuif & Palten, PLC 
One Arlzona Center 
400 Bast Van Burcn, Suite 800 
Phoenix, Arktone 85004 

If to First Amwioanr 

Fjrst American Titre insurance Company 
2425 East Camelback Road, Suib 300 
Phocnix, Arizona 
Attentioil: Neil M6ff6# 
Facsimile; (602) 567-8101 

All notices given in acwrdance with the terms hereof shall be deemed received on ihe 
earliest of tlse mt business day if scat by overnight courier, on tht sane day If sent by facsimile 
transmission before 5.90 pm. (Mountain Standard Time) on a business day or on the following 
business day if sent on a aon-business day or after 5:OO pm. (Motmtafn Starpdard Tine), on Uic 
third (39 busiutu day following deposit witb the United States Mail as a registered or ccr t i f i  
matter with postage prepaid, w wlim d e l i v d  personally or otherwise received. Any parQ 

. 



liereto may change the address br receiving notices. requests, demands or.othtr communication 
by notice sent in accordnncc with the term8 of this pamgraph. 

Tiicse Escrow Instntutions are being entered into to implement the Memorandum and 
sliall not (nor be deemed to) amend, mod@ or s u p m e d s  the Memorandum or act RS a waiver of  
any tights, obligadons or remedies set forth therein; provided, however, that First American may 
rcb solcb. upon thcst Escrovy Instructions, 

WATER COMPANY: 

V 
Town of Star Valley, a municipal 

Town Clerk 

A p e d  aiid Ackriowledgcd tbis .. _.__ day of Deosmber, 201 1. 

FI[RSTAMERI[CAN: 

First Amerlcan Tltte hurance Campany, 
a California corporation 

Name: 
Title: 

By: 
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STIPULATED FINAL JUDGMENT IN 
CONDEMNATION 
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TOWN OF STAR VALLEY, a municipal 
corporation of the State of Arizona, 

Plaintiff, 

V. 

Michael W. Patten (No. 009796) 
Timothy J. Sabo (No. 021309) 
ROSHKA DEWULF & PATTEN, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Telephone: (602) 256-6100 
mu attenmxdp-law . corn 
tsaboO,rd~-law.com 

No. 

STIPULATED FINAL ORDER OF 
CONDEMNATION 

(Hon. Peter J. Cahill) 

Timothy W. Grier (No. 020472) 
Town Attome 

3675 East Highway 260 
Star Valley, Arizona 85541 
Telephone: (928) 472-7752 
townrnanaaer@,ci.star-vallev.az.us 

Town of Star L alley 

Attorneys for Plaintiff Town of Star VaIIey 

IN THE SUPERTOR COURT OF THJ3 STATE OF ARIZONA 

IN AND FOR THE COUNTY OF GILA 

PAYSON WATER CO., INC., an Arizona 
corporation; COUNTY OF GILA, a 
political subdivision of the State of Arizona; 
rOHN DOES 1 through 10; and BLACK 
AND WHITE PARTNERSHIPS 1 through 
10, 

Defendants. 

It appearing to the Court that the Stipulated Final Judgment in Condemnation 

ieretofore in the above-entitled action has been fully paid and satisfied; and 

It further appearing to the Court that, pursuant to the provisions of Paragraph 6 of 

he Stipulated Final Judgment in Condemnation, this Court shall now enter the Stipulated 
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Final Order of Condemnation. 

IT IS THEMFORE ORDERED, ADJUDGED AND DECREED: 

1. that sole use, possession, and ownership of all the plant, system, and 

business of Payson Water Co., Inc. (“PWC”), including, but not limited to, all fee and/or 

leasehold interests in real property described in Exhibit A attached hereto, all easements, 

water wells, pumps, water plants, substations, water distribution systems, customer 

accounts, books and records used and useful in providing water utility services, the PWC 

Certificate of Convenience and Necessity as shown the Star/Quail Valley system on the 

map attached hereto as Exhibit By and/or business, and all tangible, intangible, personal 

or real property rights or interests in any way reiated thereto (collectively, the “Town 

System”) be, and the same are, hereby condemned for the use and benefit of the Town, 

and that the ownership of the same be, and is, hereby vested in the Town, a municipal 

corporation of the State of Arizona, 

2. that the Town System is transferred in its “as is, where is, with all faults” 

condition, and without the necessity of any other consents, orders, or approvals by any 

governmental entities, free and clear of any and all cIaims by, through, or on behalf of 

PWC. Provided, however, that the foregoing is limited by the representations and 

warranties of PWC set forth in Paragraph 6 of the Settlement Memorandum entered into 

on or about December 29, 2011 (attached as Exhibit A) by and between PWC and the 

Town, and that the provisions of the said Paragraph 6 are incorporated herein by 

reference. 

3 .  That the portion of PWC’s Certificate of Convenience and Necessity for the 

Town System (as shown the “StadQuail Valley” system on the map attached hereto as 

Exhibit B) be forever terminated and extinguished. 
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DONE IN OPEN COURT this day of ,2012. 

Hon. Peter J. Cahill 
Judge of the Superior Court 
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APPROVED AS TO FORM AND CONTENT: 

TOWN OF STAR VALLEY 

BY * 
Timothy W. Grier 
Town Attorney 
Town of Star Valley 
3675 East Highway 260 
Star Valley, Arizona 8554 1 
Telephone: (928) 472-7752 
townmanaaer@,ci .star-valley. az.us 

md 

Michael W. Patten (No. 009796) 
Timoth J. Sabo No. 02 1309) 
R O S H L  DE WSL F & PATTEN, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Telephone: (602) 256-6100 
mPatten@,rdp-law, corn 
tsabo@dp -law. corn 

bittorneys for Plaintiff Town of Star Valley 

ENNEMORE CRAIG, P.C. 

iy L. Shapiro 
ttorneys for Defendant Payson Water Co., Inc. 

- 4 -  
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OHGINAL of the foregoing hand-delivered 
this - day of , 201 1 with: 

Hon. X X X X X  
Jud e of the Superior Court 
Adgess 

COPY of the foregoing mailed 

Jay Shapiro 
Fennemore Craig, P.C. 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 850 I2 

this day of Y 201 1, to: 

Attorneys for Defendant Payson Water Co., Inc. 

- 5 -  



EXHIBIT JW-SRJ2 



East Verde Park Hauling 
Year Water Hauled (Gal) Cost of Hauled Water ($) Customer Count 
2011 58,873 $3,238 143 
2012 207,000 $12,059 141 
2013 10,900 $556 140 
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FENNEMORE CRAI 
A PROQESPlONAL CORPORATI 

PHOENIX 

0 RI GIN AL 

FENNEMORE CRAIG, P.C. 

2394 E. Camelback Road, Suite 600 
Phoenix, Arizona 85016 
Telephone (602) 9 16-5000 
Attorneys for Payson Water Co., Inc. 

Jay L. Shapiro (No. 014650) 1013 OCT - 1 P 4- 1 

,L OCI3P COrtMISS’i. 
LOCKET CONTR3L 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIRVALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CONNECTION WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-03514A-13-0111 

DOCKET NO: W-035 14A-13-0142 

NOTICE OF FILING 

At the request of the Administrative Law Judge, Payson Water Co., Inc. hereby 

files the following reports that address the exploration of additional water supplies: 

(1) 2009 Report by Payson Water Co., Inc. on Water Supply Alternatives for the Mesa del 

Caballo System, dated November 1, 2009 and revised December 3, 2009 (attached as 

Exhibit A); (2) Geophysical AMT Survey on the Mesa del Caballo Project, dated 

March 16, 2010 (attached as Exhibit B); and (3) Mesa del Caballo Zonge CSAMT 

Survey, dated March 30,2010 (attached as Exhibit C). 

... 

1 

Arizona Corporation Commission 
DOCKETED 

O C T  Q 12013 
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FENNEMORE CRP 
A PIOPEISIONAL CORWRA 

PnoeNlX 

/ 

RESPECTFULLY SUBMITTED this 1st day of October, 2013. 

FENNEMORE CRAIG, P.C. 

BY 

V Suite 600 
Phoenix, Arizona 850 16 
Attorneys for Payson Water Co., Inc. 

ORIGINAL and thirteen (1 3) copies 
of the foregoin were filed 

Docket Control 
Arizona Corporation Commission 
1200 W. Washin on Street 

COPY of the foregoing was hand delivered 
this 1st day of October, 2013, to: 

Dwight D. Nodes 
Assistant Chief Administrative Law Judge 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

this 1st day of 8 ctober, 2013, with: 

Phoenix,AZ 85 e 07 

Robin Mitchell, Esq. 
Legal Division 
h z o n a  Corporation Commission 
1200 W. Washin on Street 
Phoenix, AZ 850 f 7 
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EXHIBIT 
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2009 Report 

Payson Water Co., Inc. 

Water Supply Alternatives 

Mesa del Caballo 

bY 

on 

for the 

Water System 
PHIS 04-030 

November lg 2009 

Rewh&m #PI December 3,2009 



Date: November 1,2009 
December 3,2009 (revision #1) 

To: Del smith 
Arizona Corporation Commission 
Engineering Division 

From: Robert T. Hardcastle 
Brooke Utilities, Jnc. 

On August 11,2009 Payson Water Co. (the “Company“ or ”PYWCo”) was contacted by the 
Commission’s Engineering Department (the “Department”) requesting a water plan that 
addresses perceived supply deficiencies of the Mesa del Caballo water system (the “system” or 
“MdC”) located in Payson, Arizona The System is also known as ADEQ‘s Public Water 
System number 04-030. In addition, the Department requested an updated Water Use Data 
Sheet through July 2009 that included the reported water hauling to the System for the most 
recent thirteen month period. The Water Use Data Sheet was attached to the previously 
submitted Report. 

The initial deadline for submittal of this Plan was sufEcidy short so as to not provide d t s  
%rn any water studies proposed or planned. Accordingly, the Company referred to the Report 
as ‘‘prelimbrf‘ in nature and submitted same on August 18,2009. 

Prior to, and since submittal of the preliminary Report, the Company has diligently and 
carefidly worked toward reasonable, prudent and meaningful solutions to better understad and 
resolve the water supply deficiency at MdC while, at the’same time, seeking progress on the 
long term solution to this problem M e r  discussed herein. 

It should be noted that the MdC water system is located on an ‘’island’’ with U.S. Forest Service 
lands surrounding the area on all sides. Practically speakin& there are no “off system’’ water 
sources available to the Company until the long term solution, discussed herein, is made 
available. 

CO- INVOLVEMENT: At a community meeting in MdC a group of four community 
members, Ed Schwebel, Irene Schwartz, Randy C Minnie Norman (the “Water Committee” or 
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“WC”) expressed interest and volunteered to meet with the Company and its qxesentatives on 
behalf of MdC. The purpose of these meetings was to gain a better understanding of the water 
challenges facing MdC and provide assistance, where possible, to a solution. Since early August 
2009 there have been several meetings and variouS ideas have been discussed and been pursued 
in a joint effort between the Company and the WC. Without question the input and 
participation of the WC has been valuable and productive for the Company. The Company 
welcomes the participation of the WC. 

WATER CONSERVATION: As can be &own by Exhibit 2 the number of mandatory water 
consumption days in 2009 are not unlike the two previous calendar years. Through August 11, 
2009 there have been 69 mandatory water comem&tzfi<ws days (31%) and 153 v o l m  water 
consumption days (69%). Such statistics are not unlike the previous years where 76 mandatory 
water consumption days OcCutTBd in 2007 and 47 mandatory water Consumpton days occurred 
in 2008. With the balance of 2009 comprised of more seasonally cool and cold days than those 
experienced during the summer months it is unlikely that 2009 year end mandatory water 
ConsumNon days will vary greatly from the pvious two years. 

WATER PRODUCTION: As can be &own clearly in Exhibit 4 MdC customer consumption 
peaked at the same time well production was at its lowest level at any time in any of the last 
eight years. It should be further noted that MdC well production was measured twice earlier in 
2009 8s well. On March 4,2009 aggregate well production was 59.7 gpm and on May 5,2009 
aggregate well production was measured at 58.8 gpm. In 2008 water production was about 59 
gpm when measured in July and consistent with the 2008 ACC Annual Reports showing well 
production at 60.9 gpm. In 2007 water production was about 60 gpm when measured in July 
and consistat with the 2007 ACC Annual Reports showing well production at 60.9 gpm. In 
2006 water production was about 62 gpm when measured in July and consistent with the 2006 
ACC Annual Reports showing well production at 61.6 gpm. However, water production 
measured on July 30, 2009 dropped by nearly 27% to 44.9 gpm. Since at least 2002 the 
Company has not seen such a dramatic water production change at MdC as that which occurred 
in the summer months of 2009. 

CUSTOMER CONSUMPTION: W e  the number of water CoDServBtion days are not greatly 
different fimn years past, customer consumption mtinued to increase. The Company’s 
representatives were kquently at MdC during most of the mandatory conservation days in the 
summer of 2009. During these periods amfi~I monitoring of outdoor watering was noted as 
well as numerous discussions with customers using over 10,000 gallons monthly. In some 
cases, Stage 5 water coI1servBtion penalties were applied. Based on the Company’s observations 
it appears that MdC has a larger fidl-time population than in years before. There were more 
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livestock, more families and less homes b e i i  used only on weekends. Customers were p w h g  
gardens to supplement their dietary needs, multiple families were living in one home, and 
increased water use was consistent as opposed to short-term periodic increases normally found 
in a "weekend mmmunityy' Based on the fact that MdC has comparatively less expensive 
housing as compared to surrounding areas, it is an assumption that the current economic times 
are responsible for increased water demand in MdC. In a meeting with ACC S M o n  October 
22, 2009 the WC expresed belief that the per capita population in MdC has increased over 
prior years. It becomes clearer that a combination of increased water demand and dramatically 
lower water production rates, unlike those of prior years, occurred more quickly than the 
Company anticipated. 

As a result, the MdC water system had to be supplemented with very expensive short-term 
water augmentation in the form of trucked water. As shown by Exhibit 2 nearly a half-million 
gallons-of-water augmented the MdC water supply through July 20W1. The Company expects 
to seek recovery of these costs as well as any fbtureaugmentationcosfs. The 2009 water 
augmentation costs were absorbed exclusively by the Company without current impact on its 
customers. The approximate cost of water augmentation to MdC is $4,000 per day. 

SHORT ~ E R M  C O ~  SOLUTIONS: The WC, in conjunction with the Company, strongly 
supports a change in the curtailment tariff currently in place at MdC. Both the WC and the 
Company believe a curtailment tarif'fthat is specific and unique to MdC is necessary instead of 
the existing generalized tariff for all water systems of the Company. M e r  an informational 
meeting with ACC staff in on Thursday October 22,2009, the Company and WC are in the 
process of drafting a new curtailment tariff that accampliies this objective. The basic 
curtailment changes enmurage conservation through financial measures and attempt to create a 
curtailment that provides a "water budget", enabling customers to conserve and "spend" their 
water as they see fit. The initial draR of this curtailment tariffwill be circulated to ACC Staff 
for bitid review by the end of November 2009. 

The WC is also working in the community to d t  potential water sharing agreements with 
existing well owners. In previous years, the Company has made a similar effort and is currently 
contracted with three such water partnws. There are approximately thirty wells in MdC and WC 
members have personally spoken to approximately one-third of these owners with no water 
sharjng interest expressed thus fir. When interested parties, if any, are identified the Company 
will follow up with these prospective water source partners and elicit the WC's assistance as 
needed. As part of their effort, the WC has encountered five or six wells that are dry or so low 
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in production (i.e. economically unfeasible) that the well owner is currently a customer of the 
Company; two wells m on paperties currently for sale and awaiting the new owners2; and 
four well owners have expresd no interest in such an arrangement. The WC members are 
continuing to identify additional well owners and initiate similar discussions. 

A community event, ''Make A Difference Day" was held on Saturday October 24,2009 (see 
Exhibit 5). The Company padally-sponsored event was intended, in part, to discuss water 
issues related to MdC and provide customers an opjmrtunity to ask questionS about the short 
term and long term solutions. The event was modemtely attended and the WC considered it a 
success. 

SEORT "lmw WATER SUPPLY: In an effort to better research the potential of an interim water 
supply for MdC the Company is considering drilling a new well or deepening existing wells. 
The MdC project tuea is less than one mile square and surrounded by the Tonto National Forest 
(TNF) on all sides. Currently the only water supply is ground water h m  within the MdC 
boundaries. It is likely not practical that off-site wells or wells situated on TNF lands are 
feasible. 

In recent years, Town of Payson (TOP) and Bureau of Land Management @LM) through the 
Mogollon Rim Water Resource Management Study (MRWRMS) have created hydrological 
reports and generated hydrological projections on the areas surrounding MdC. These reports 
indicate that MdC is built on a large block of granite and a highly unlikely place to find 
productive wells. 

The Company has reviewed these reports with TOP'S hydrologist which has recommended the 
Company get a more complete hydrological perspective for MdC. In this regard, the Company 
has received a two-phase proposal fkom Zonge Engineering BE Research OrsaniZation, Inc. 
(Zonge) to complete a geophysical survey of the MdC area to determine (a) the presence of 
geological structures capability of transmitting water, and @) the presence potential of water, if 
any, within the geological structures as indicated by low resistivity areas in the geology in and 
around MdC. Low resistivity indicates the potential of water production from either new or 
existing wells (see Exhibit 6). This proposal p r e l i i y  demonstrates that a geological 
fault may intersect with MdC. Such faults have sometimes proved to be likely conduits of 
water. mal two faults intersect such axw are considered highly likely areas to fkd water 



producti~n~. The Company regards this additional piece of investigatory analysis as reawnable 
and prudent in the search for additional water sources for MdC. The Company believes it is 
possible to conduct the survey in ”thinned out” sections of the surrounding TNF. If these 
survey locations not possible, the project m y  require some brushing or clearing of scrub 
brush along the ground to give the survey the access it requires. 

To accomplish the geophysical survey the USFS will require a permit for the actual survey 
work dependent on the amount of forest “thinning“ necessary. The geophysical survey is a 
relatively low-impact operation, usually requiring only three or four people in two small 
vehicles; the transceiver equipment is backpack portable, and can be used in areas where off- 
road access is Iited or restricted. In initial discussions with the USFS the Company intends to 
keep the permit process to a minimum, based on the low impact to the sufiounding TNF. USFS 
may only require a letter of authorization h m  the Payson District Ranger. It is expected that 
the permit process would require not more than thirty days. Once USFS permits andor 
authorization are secured the survey is expected to be complete within thirty days exclusive of 
inclement weafher conditioll~? 

On November 4, 2009 the Company conducted a lengthy telephonic conference with 
representatives of Zonge to pose additional questions concerning the proposal and what 
reasonable output expectations are anticipated Zonge explained that Phase I and Phase 11 of the 
proposal related to ‘‘cultural noise“ distortion h m  utility power lines crossing the MdC area in 
a northeast-southwest direction. Phase II of the proposal may be necessary if the distortion 
experienced in Phase I prevents the collection of sound geological resistivity conclusions. 
Zonge indicates that their work will not predict the presence or absence of water within faults 
that may be identified. Accordingly, any projection for any available sustainable water 
production should not be expected h m  Zonge’s report as well. Depending upon the 
conclusions reached by Zonge they may recommend that the Company further contract with an 
experienced hydrologist fandim with the area that can interpret the geophysical work provided 
by Zonge6. 

Accordingly, the following proposed well development schedule was discussed with Zonge and 
is believed to be conservatively realistic: 



Table 1 

I&& 
4-Nov-09 
3-Dce-09 
10-DeC-09 
14-Dee-09 
18-DeC-09 
2 8 - M  
5-Feb-09 
15-Feb-IO 
1-Mar-IO 
1-*lo 
1-Apr-10 

10-my40 
30--10 

It should be noted that these proposed well development project dates are consewative in nature 
and represent s e v d  opportunities for improvment. 

On November 4,2009 the Company issued a Notice to Proceed to Zonge for Phase I of the 
proposed work (see Exbibit 7)' believing this course of action represents a reasonable and 
prude& expenditure of funds. 

LQNG TERM WATER SUPPLY: It seems appropriate that the Company needs to supplement the 
current exclusive ground water supply during annual nine month periods with proposed water 
supplied through the TOP pipeline h m  the C.C. Cragin Reservoir. 

According to TOP the anticipated time of construction for the CC Cragin Pipeline (CCC) is to 
begin in early 2014 and expected to be complete before the fall of 2015. This timeline is 
subject to delay based on the current duction in TOP customer h a n d  also credited to the 
recent economic downturn*. If customef demand continues in its current direction there is the 
potential that the CCC pipeline project would be further delayed. However, TOP'S contract 
with Salt River Project (SRP) includes a condition requiring an established water right be used 
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within five years on the contract date. TOP believes this condition could cause the project to 
proceed despite the decreased customer demand. 

TOP is developing a water delivery agreement at this time for the purpose of pricing turn-out 
improvements in the CCC project at location consistent with the Company’s supplemental 
water requirements. TOP expects to submit au initial agreement for its review befare the end of 
November 2009. 

The Company has submitted to SRP a March 2009 Water Demand and Analysis Report that 
indicates potential water rights claim based on water deliveries.. This report includes 
communities within the Companies existing certificated areas and comm~ties not currently 
served by a water company or a water district. This report is the hrst step in developing a water 
right to the CCC project. Once new water rights are established by the Company, TOP can 
specifically refsene and include them in the water delivery agreement between the Company 
and TOP. 

The current plan places TOP’S necessary water treatment plaut near the Houston Mesa Road 
immediately southeast of MdC enabling the Company to receive treated water directly fbm the 
plant and avoid operating individual treatment plants for the Houston Mesa Road Communities. 

The Company has identified the following steps necessary to establish water rights with SRP: 

1. agree to a quantity of CCC project water for each service anxi based on necessary 
supplemental supply and existing water rights. The Company expects to complete 
this phase of the project by December 2009. 

execute a Water Delivery Agreement, the basic principles of which are attached. 
The Company expects to complete this phase of the project by February 2010. 

reach agreement on use of pipeline. The Company expects to complete this phase 
of the project by April 2010. 

ADWR processes the Severance & Transfer. The Company expects to complete 
this phase of the project by August 2010. 

2. 

3. 

4. 

5. The Company obtains necessarypermits and builds the necessary infhstmcture fbr 
the CCC project.. The Company expects to complete this phase of the project in 
conjunction with TOP. 

F ’ m ~ c u ~  IMPACI: The h c i d  rate impact on customem far additional water development 
at MdC should be expected to be substantial but cannot be specifically determined at this time. 
Such investment in reasonable, prudent and necessary water resources will greatly impact the 
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small number of customers at MdC. The Company intends to seek recovery through rates for 
any required investment. 
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EXHIBIT 1 





EXHIBIT 2 



No.Active GallmSald GaUonsFumped Gallons Gallons 
Monthlyear - (tho-) (-1 pmrbssed Hanled 

Jul-08 376 1386 840 m 0 
Aug-08 378 1,416 794 741 0 
sePo8 376 1,418 897 740 0 
Oct-08 374 1,813 718 912 0 
Nova8 373 1,335 775 699 0 
Dec-08 371 1202 508 759 0 
Jan-09 373 1,316 73 I 808 0 
FCb-09 371 1,050 714 680 0 
M6X-09 372 1,388 739 688 0 

APr-09 371 1,477 878 647 0 

MaY-09 371 1.598 1,017 533 65,000 
Jun-09 383 1,594 1,022 508 71,500 
Jul-09 385 1962 1,181 622 292.500 

starege Tank Capacity (Gallons) Numbg Esch 
15,000 3 
20,000 1 

- 
0 t h  Water Sources m GPM 
FireHydl?lUtSWlSystem: No 
Total Weter Pumped- 13 Man& (Ooots Gallons): 
Estimstbd 

NOW 

10,814 

ADWRWell Actualwell 
IDNumba produdion(gpm) 
55-631 113 9.0 
55-500270 3.6 
55-801698 0.0 
55-801699 6.0 
55431112 3.7 
55-513409 7 1  
55-556158 2.8 
55-588967 1.2 
55-560398 6.6 
55-58229 4.8 
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EXHIBIT 5 

7 



Oct. 24 

ur neighbors and do 
F8‘$=., 
m n  up of our streets. 

El Caballo Club House 

0:30 Pickup trash off our streets 
V 

10:30-11:30 Visit with your neighbors, 

community business pcopte, Payson Water ” h II 

11:3O-12:3 I .  
Make a Difference (in 

Caballo) Day 
................................... 
: RSVP by Tuesday October 20 
: (so we know how many hot 
i dogs to buy!!) 
i Ed Schwebel 478-3712 
: eschwebell@gmail.cam ........................... 

Music provided by “Sounds 

Sponsored by 
El Caballo Club 8 Payson Water Co. 
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Zonge Engineering & Research Organization, Inc. 
3322EFortLawell 
Tucccon, AZ 85716 

5204274501 

Geophysical Survey- Mesa Del Caballo 

for 
M e s a  Del Caballo 

bY 
Zonge Engineerinq & Research Organhation, Inc. 

Tucson, Arizona 
October 20,2009 

introduction: Zonge Engineering has prepared a brief proposal and preliminary cost estimate for a 
geophysical survey near Mesa Del Caballo, near Payson, Arizona. The geophysical survey is 
intended to provide a better understanding of the subsurface structure as it relates to grOUndwater 
production. This proposal is based on a topographic and geologic map provided by Mike Plough, as 
well as on Zonge's prior experience in geophysical surveys as applied to groundwater exploration in 
the Payson area specifically, and in northern Arizona and Nevada in general. Zonge has not 
scouted this specific site to date, however. 

The geophysical survey will map subsurface changes in resistivity, which can often be related to 
changes in pore space and pore fluids. Bedrock Is often huh resistivity relative to overlying 
material, and fractured, saturated bedrock is often lower resistivity than unfractured bedrock. Areas 
of h@h TDS In the groundwater should appear more conductive than equivalent areas of low TDS. 
Variations In depth to bedrock, faulting, and other structural changes are often also evident as 
changes in resistivity. Based on prior experience in this area, we propose to use natural source 
audio-frequency magnetotellurics (AMT), which is a resistivity sounding method used commonly in 
the minerals, geothermal, and groundwater exploration industries. This method typically has higher 
lateral resolution than other resistivity methods, and is usually logistically more efficient. 

In the area of interest, a portable microprocessor controlled receiver amplifies, filters, processes, 
and records the naturally occurring magnetic field and electric field signals along lines or at 
individual stations. Typically, the field crew includes 3 or 4 people total, in one or two pick-up truck- 
size vehicles. The receiver equipment can be canied by backpack, and no off-road driving is 
necessary, although the ability to drive off-road often Increases the survey speed thereby reducing 
survey costs. 

The geophyslcal survey data will be sent to Zonge's Tucson office each night for processing and 
modeling the following day. Preliminary results will then be sent to the client to allow adjustments to 
the scope of work while the survey Is in progress. 
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Scorn of Work The approximate locations of the suggested survey lines are shown in Figure 1 
below. 

Flguta I: Prqumed locetions of four survey lines sumnding Mesa Del Cabnllo. 

The exact location of the lines will depend on access, ground cover and cultural features (man- 
made features such as fences, power lines, pipelines, etc.) that may influence the data. The four 
lines shown abwe total approximately 20,OOO line feet, and stations will be spaced 200 feet apart 
along the lines. 

A large power line crosses the survey area from southwest to northeast, through the Mesa Del 
Caballo community, intersecting Llnes 3 and 4. It is not known at this time how much influence this 
power line will have on the data acquisition. As a result, Zange suggests running this sutvey as a 
two phase project in order to evaluate cultural noise from the power line as well as the community 
itself. In the cost breakdown below, Phase I includes Lines 1 and 2; these lines cross the potential 
structures of Interest approximately perpendicular, and should provide the best resolution of the 
structures. The data from these lines will be evaluated, and a decision will then be made regarding 
the value of acquiring data on Lines 3 and 4. During Phase I, If the cultural noise is too strong to 
acquire valid, useful data, the survey will be discontinued and the posslbllity of Installing a fixed 
transmitter for a CSAMT survey (controlled source audio-frequency magnetotelluric) will be 
evaluated and discussed with Mesa Del Caballo. 
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It is assumed that Mesa Del Caballo representatives will acquire property access rights for the 
survey, but Zonge will assist in obtaining access permits on USFS property if requested. If line- 
brushing is necessary due to dense vegetation, the line-brushing costs will be passed on to Mesa 
Del Caballo at cost, with no handling charges. 

DeliveraMes : The deliverables for this project will be five copies of a report, including the 
following: 

1. 
2. 
3. 
4. 
5. 
6. 
7. 

8. 

Loglsttcal summaty of the field act'nrity. 
Brief review of the CSAMT method, with equipment specifications. 
Location maps showing station locations with pertinent landmarks and cultural features. 
Wor cross section plots of resistivity results for each survey line. 
Plan view plots of resistivity at selected depths if applicable. 
Interpretive maps showing our interpretation of the data with respect to the survey goals. 
Discussion of our interpretation of the data with respect to any background information 
that can be provided by Mesa Del Caballo such as geologic maps, prior drilling results, 
and well logs. 
The final report, including raw geophysical data, and figures in digital form on diskette or 
CD. 

Pro- Survsv coaits; The estimated cost of the AMT survey is shown below. In this estimate. 
the "Production Survey Costs" include a three-to-four person field crew, vehicles, and all 
geophysical equipment necessary for the survey operations. Expenses for expendable field 
supplies (gasoline, survey stakes, motel, per diem, etc.) are estimated, and would be billed at actual 
cost with no handling charges. MobIlization/demoMlization charges may be reduced by 50% if this 
project is scheduled with another project in the northern Arizona area. 

Phase I Estimated Suwv Costs /I ines 1 and21 
Mobiiization/demoMllzation If necessary (Tucson-Payson-Tucson) 

Production survey costs: 
190 miles X 2 @ $2.60/mile 

20 hours @ $225.00/ field hour 
Estimated E-nses: (to be billed at actual cost) 

3 days @$500/ day 
Data processing: 

2 field days Q $6OO/field day 
Final Report ii requested (estimated) 

Total Estimated Phase I Survey Cost 

Phase II Estimated Su rvev Costs IL ines 3 and 41 
Production Survey costs: 

Estimated Expenses: (to be billed at actual cost) 

Data processing: 
2 fieki days Q $6Wield day 

Final Report if requested (estimated) 

20 hours @, $225.00/ field hour 

2 days c3$5owday 

Total Estimated Phase II Survey Cost 

$ 988.00 

$ 4,500.00 

$ 1,500.00 

$ 1,200.00 
$ 1.500.00 

s 9,moo 

$ 4,500.00 

$ 1,000.00 

$ 1.200.00 

S 6,700.00 
(included in Phase 
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The total estimated survey cost is an estimate only, and not a fixed-price quote. In the event that 
the survey progresses faster than expected, the total cost would be reduced. The survey scope 
may be adjusted during the course of the survey if it appears that lines should be extended, 
deleted, or added. Professional time for meetings and special requests will be billed a! 
$1 10.001hour. 

Respectfully Submitted, 

Zonge Engineering 81 Research Organization, Inc. 
3322 E. Fort Lowell Road 
Tucson, AZ 85716 
Phone: 520-327-5501 
FAX: 520-325-1588 
For further information regarding thii proposal, contact Norman Carlson. 

Zonge Engineering & Research Organizetion, Inc. 
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RECEIVED -- 
Zonge Engineering and Research Organizabon Inc 

3322 E Fort Lowell Rd 
Tucson AZ 85 71 6 

Office (520)327-5501 
Fax. (5201 325-1588 

www.zonoe.com 

MAR 2 5  2010 @. BROOKE UTILITIES 

March 16. 2010 

Attention: Myndi Brogdon 
Brooke Utilities. Inc. 
P.O. Box 82218 
Bakersfield. CA 93380 

Re: Geophysical AMT survey on the Mesa del Caballo Project 

Survev SummarK On February 18" and 19"'. 2010. Zonge Engineering and Research 

Organization. Inc, acquired geophysical natural source audio-frequency magnetotelluric (AMT) 

survey data on the Mesa del Caballo project. near Payson. Arizona. The survey was intended to 

assist in understanding the subsurface structure as it relates to groundwater production. 

Zonge's crew chief on this survey was Tim Nordstrom. and Brooke Utilities' Myndi Brogdon was 

the primary client contact for this survey. The survey consisted of two short lines. as shown on 

Figure 1. Due to the dense vegetation. the lines were brushed in advance of the field crew. 

Stations were spaced 200 feet apart. and the frequency range acquired was from 3 Hz to 1024 

Hz. Lines 1 and 2 were oriented southwest to northeast. in order to intersect suspected faulting 

that is oriented northwest-southeast. 

This type of geophysical survey maps subsurface changes in resistivity. which can be related to 

changes in pore spaces and pore fluids. Bedrock is often high resrstivity relative to overlying 

material. and fractured. saturated bedrock is often lower resistivity than un-fractured bedrock. In 

addition. areas of high TDS in the groundwater are often more conductive than equivalent areas 

of low TDS. Variations in depth to bedrock. faulting. and other structural changes are often also 

evident as changes in resistivity. At the Mesa del Caballo site. the AMT survey was intended to 

delineate the location of suspected faults (see Figure 2). and to determine whether or not these 

faults appear low resistivity relative to background. 
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Figure 7 - Line and station locations. with faults redrawn from Mike Ploughe's map. 
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Figure 2- Fault locafron map prowded by Brooke Ufllities. showng lines 
recommended by Mike Ploughe. 

Data at the Mesa del Caballo site were moderately noisy primarily due to culture associated 

with the housing development itself Culture includes man-made metallic conductors such as 

fences pipelines. and power lines as well as objects that actually radiate electrical noise such 

as active power lines. cathodically-protected pipelines. and radio transmitters It is possible that 

the cultural effects have masked valid changes in resistivity or that some of the changes in 

resistivity that are seen in the data are actually the result of culture 

Sumrnarv of Results Lines 1 and 2 were parallel and intended to map suspected faults oriented 

approximately northwest-southeast For discussion purposes. the suspected faults are called 

Faults A. B. and C. as shown on Figure 1. Figure 3 shows the smooth-model inversion results in 

the form of the resistivity cross sections for each line. On these cross sections. low resistivities 
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are shaded toward the red end of the spectrum (yellow-orange-red). and high resistivities are 

shaded toward the blue end of the spectrum (green-blue). Station numbers. in feet. are shown 

along the top of each cross section, elevations in meters are down the right side of the plot. with 

approximate depth in feet down the left side of the plot. 

Line 1 was located northwest of Mesa del Caballo. arid crossed all three faults. According to 

geologic maps of the area. this entire line was probably on a thin layer of Tapeats Sandstone. 

which overlies gneissic granitoid. Resistivities along this line are very high. as would be 

expected from the geology and from Zonge's prior work in the general area. North of station 

1900. surface resistivities are noticeably lower than south of that location. suggesting a possible 

contact or change in surface material. At depths greater than 400 feet. resistivities between 

stations 4200 and 3600 are lower than background: this area correlates to the region between 

Faults A (which intersects the line at station 4200) and B (which intersects the line at station 

3400). Fault C. which intersects this line at station 903. is not associated with any change in 

resistivity. 

Line 2 was located southeast of Mesa del Caballo. and according to geologic maps is probably 

located on the gneissic granitoid. In good agreement with Line 1. the northern part of Line 2 is 

low resistivity at the surface. from approximately station 1500 to the north end of the line. 

According to the geologic map. this part of the line (approximately station 1500 to the north end 

of the line) is on tertiary basalt. which may explain the iOW resistivities. (Note that Line 1, which 

also shows surface low resistivities on the north end of the line. does not appear to cross the 

tertiary basalt. according to the geologic map.) Line 2 crosses Fault A at approximately station 

3400. and a narrow zone of low resistivities is evident centered at station 3500. Faults B and C 

merge. and cross Line 2 at station 2600. but there is no significant change in the resistivity in 

that vicinity. In the deeper data (greater than 400 feet]. low resistivities are evident. however. 

from station 1300 to station 600. 

In this environment. where fractured zones In the bedrock may be more likely to produce more 

groundwater than un-fractured areas. it is encouraging that an independently inferred fault from 

the geologic map (Fault A) shows lower resistivities than background on both lines that it 

crosses. This zone of decreased resistivity is centered at station 3900 on Line 1 and station 

3500 on Line 2. and may represent a fractured bedrock zone 
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Resistivities do not change in the vicinity of Fault C on either line and Fault 8 shows no change 

on Line 2 but may be the boundary of a low resistivity zone on Line 7 The data from prior work 

in this area showed that some mapped faults exhibited a decrease in resistivity but others 

showed no change or appeared to be a resistive boundary 

A second low resistivity zone (in addition to Fault A) is seen on Line 2 and extends from station 

1300 to 600 the geologic map indicates no faults in this area. This zone may correlate with a 

weaker low resistivity zone on Line 1 that extends from station 2900 to 1900. although there are 

resistive stations within this stretch online 1. 

The geophysical data should now be correlated witrl other available background geologic. 

hydrologic and borehole information tor this area, This background information may assist in 

interpreting which of the above described zones of cecreased resistivity might represent the 

best grounawater target for example. or whether or not the low resistivities associated with the 

basalts might represent a good shallow groundwater target Although the changes in resistivity 

indicating possible faults or fracture zones discussed above appear valid based on our 

experience in this environment other interpretations are possible. 
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PROJECT LOGISTICS 

Survey SummarE The AMT lines were acquired using an electric-field receiver dipole Size of 

200 feet. Electric-field measurements were made in groups. or “set-ups”. of five dipotes 

concurrently. For each set-up of electric-field measurements. a magnetic field measurement 

was made simultaneously at the center of the set-up. A total of 58 stations were acquired on the 

two lines. 

The line locations were suggested by Mike Ploughe and Brooke Utilities in conjunction with 

Zonge. based primarily on the location of inferred fadts and on cultural features in the area 

Endpoints of the lines were provided to Brooke s survey crew who flagged the line location for 

the brush cutting crew Lines 3 and 4 were considered optional. and have not been surveyed or 

brushed to date The Zonge crew used a GPS to verify the locations of the lines Station 

location coordinates are appended below to this report 

Field Instrumentation The receiver used for the AMT survey was a Zonge GDP-3211 multi- 

purpose receiver. This receiver is a backpack-poftable. 16-bit. microprocessor-controlled 

receiver capable of gathering data on as many as 16 channels simultaneously The electric- 

field signals were sensed using non-polarizable porous pot electrodes. connected to the 

receiver with 16-gauge insulated wire The AMT magnetic-field signal was sensed with a Zonge 

Ant 4 magnetic field antenna. 

Data Qualitv Data quality was relatively good throughout this project and good repeatability 

between stacks of data was achieved. Standard Zonge field procedure requires that the receiver 

operator make multiple measurements of each data point while monitoring real-time standard- 

error values displayed on the screen of the receiver and correlation coefficients For AMT 

multiple blocks of the data are also displayed graphically as resistivity-versus-frequency curves 

(plotted on a log-log scale) with error bars denoting da:a scatter for the operator in the field. 

Cultural Contamination: A grounded fence crossed Line 1 as shown on Figure 3. but no other 

known culture intersected the lines. The Mesa del Caballo subdivision IS very close to both 

lines. however. and noise IS apparent in the data. particularly around 60 Hz. as would be 

expected. 

Zonge Engineering Mesa del Caballo Project p .  6 



Smooth-Model Inversion: Briefly. smoolh-model inversion mathematically "back-calculates' 

(or "inverts"j from the measured data to determine a likely location. size and depth of the source 

or sources of resistivity changes The results of the smooth-model inversion are intentionally 

gradational. rather than showing abrupt ' blocky" changes in the subsurface. 

The AMT lines were modeled using both 1D and 2D smooth-model inversion programs. called 

SCSINV and SCS2D respectively. Both sets of model results are used in the interpretation. 

although Figure 1 shows 1D results since these results preserve narrow features The 2D 
model differs from the 1D model in that the iterative adjustment utilizes information from 

adjacent stations. and when modeling a given station. it does not assume that the subsurface 

changes in resistivity only occur vertically. As a result. 2D results are usually smoother 

horizontally than the 1D results. However 2D results also often smooth out real. but weak. 

lateral changes and when lines are very short the 2D models often overemphasize and 

exaggerate small. local features and noise 

The inversion results should not be considered a unique solution and some ambiguity remains 

in any mathematical representation of the data 

Respectfully submitted. 

Norman Carlson 

Chief Geophysicist 

Zonge Engineering & Research Organization. Inc 

3322 E Fort Lowell Road 

Tucson. AZ a5716 USA 
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Station Locations in UTM NAD83 Zone 12s meters 
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372997 
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472778 
472734 
472690 
472646 
472602 
472558 
47251 4 
472470 
472426 
472382 
472338 
472294 
472250 
372206 
472162 
1721 19 
472075 
47203’ 
471987 
471 943 
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471 855 
47181 1 
471767 
473735 
473693 
473650 
473608 
473565 
473523 
473480 
173438 
473396 
473353 
47331 1 
473268 

Northing 
3794929 
3794885 
3794841 
3794797 
3794753 
3794709 
3794665 
3794621 
3794577 
3794532 
3794488 
3794444 
3794400 
3794356 
3794312 
3794268 
3794224 
3794 18C 
37941 36 
3794092 
3794048 
3794004 
3793360 
379391 6 
3793872 
3793827 
3793783 
3793739 
3793695 
3793651 
3793607 
3793563 
379351 9 
3793475 
3793870 
3793823 
3793776 
3793729 
3793682 
3793635 
3793588 
3793541 
3793494 
3793447 
3793400 
3793353 

Zonge Engineering Mesa del Caballo Project p. 8 



2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 

2500 
2700 
2900 
31 00 
3300 
3500 
3700 
3900 
4100 
4300 
4500 
4700 

Zonge Engrneerrng 

473226 
4731 83 
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473098 
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472759 

3793305 
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TO: Mr. Bob Hardcastle DATE: April 16,201 0 
president 
Brooke Utilities DELIVERY Mail 
P. 0. Box 82218 
Bakersfield, CA 93380 

FROM: KevinGoldman PAGES: One report plus this cover 
Southwest bund-water 
Consultants, Inc. 
3033 N. Mrn Street. Suite 120 PROJECT: Mesa Del Cabal10 
Phoenix, AZ 8501 8 

Ms. Myndi Brogdon, Brooke PROJECT NO. B. 1793 
Utilities 

Copy Stephea D. Noel, SGC 

REMARKS 

Bob: 

Please find enclosed one original letter report entitled, “Mesa del Caballo a n g e  CUMT 
Survey,” datd March 30,2010. 

Please let me know if you have any questions or need additional information. 

Kevin &ldman 
Staff Geologist 

THE. INFORMATION CONI’AINED IN TRlS TRANSMIIT& IS P R m 6 D  AND CONFIDENTIAL, INTENDED FOR THE USE OF 
’IHE ADDRESSEE LISTED ABOVE. IP YOU W NOT THE INTENDED RECIPIENT, YOU ARE HEREBY NOTIPIP, THAT ANY 
DISCLOSUW COPYlNNo, DISTRIBUTION. OR ANY ACTION IN RELWNCE ON THE CONTENTS OF THE 
INFORMATION IS STRIClZY PROHIBITED. IF YOU HAm RECElvED THIS TRANSMlTTAL IN ERROR, PIEASE IMMEDIATELY 
NOTIPY US BY TEUPHONE TO ARRAEGE FOR THE RETURN OF THIS DOCUMENT TO US. 

3033 N. 44th Street Suite 120 Phoenix. Arizona 
Phoenix, Arizona 85018 Prescotf Arizona 
(602) 955-5547 F ~ x  (602) 955-7585 Cottonwood, Arizona 



Southwest Ground-water Consultants, Inc. 

RECEIVED 

APR 2 0  2010 March 30,2010 

Mr. Bob Hdcastle 
president, B m k e  Utilities 
P.O. Box 82218 
Bakersfield, California 93380 

BROOKE UTILITIES 

SUBJECT: MESA DEL CABALLO UlNGE CSAMT SURVEY 

Dear Mr. Hadcastle, 

Southwest Ground-water Consultants, Inc. (SGC) has prepared the following letter report 
summarizing the results and findings of Zonge Engineering and Research Organization (Zonge), 
Inc. The Zonge report is entitled Geophysical AMT Survey on rhe Mesa Del Caballo Project, 
dated March 16,2010. A copy of the Zonge report is presented in Attachment I for reference. 
The SGC interpretation of the Zonge data with respect to the local hydrogeologic conditions and 
recommended well locations and depths are also presented 

WNGE REPORT REVIEW 

Geophysical Survey 
Zonge conducted a natural source Audio-frequency Magnetotelluric (AMT) geophysical f lu~ey  
in the immediate vicinity of the Mesa del Caballo development near Payson, Arizona in 
February, 2010. The purpose of the mwey was to identify sub-surface structures that may be 
areas of increased hydraulic conductivity and subsequent areas of higher ground-water 
production. Thest sub-surface structures were then correlated to mapped or inferred surfsce 
geologic features to evaluate if these s t r u m  extended beneath the Mesa del Caballo 
community. 

The geophysical survey measured the resistivity of the sub-surface material, which is controlld 
in part by the density and extent of pores (voids) in the rock material and the amount and 
conductivity of the fluid in the pore space. Bedrock, in this case granite and granitic type rock, is 
typically more resistant than unconsolidated, fractured, andor saturated bedrock. The resistivity 
difference between the more wmpetent granitic bedrock and decomposed and/or hctured 
bedrock was the key factor in mapping sub-surface ftacture zones. 

Two survey l ine  were run in the immediate vicinity of the property roughly perpendicular to 
mapped and/or inferred northwest and southeast trending structures passing through the 
development (Figure 1 in Attachment I). Details of the field opaations and survey are presented 
in the Zonge report. 

3033 N. 44th Street, Suite 120 
Phoenix, Arizona 85018 
I6021 9555547 Fax (602) 9557585 

Phoenlx, Arizona 
Prescott. Arizona 

CoWonwood. Arizona 



Mr. Bob Hardcastle 
Mesa Del Cabal10 AMT Survey 
March 30,2010 
Page 2 of 3 

Survey Results 
Review of the geophysical survey results indicates that the upper 200 to 500 feet of material has 
the lowest measured resistivity values and that these values generally increase with depth. In two 
specific areas in Line 2 and in three areas in Line 1 , the lower resistivity values extend to 2,000 
feet in depth. In these zones, the deeper resistivity values are similar to values observed in the 
upper shallower zones. For example, in the southern resistivity zone mapped on Figure 1 
(Attachment II), a resistivity of 6,310 ohm-m observed at a depth of 1,700 feCe is the same value 
as observed at a depth of 700 feet. These resistivity values strongly imply a hctured rock zone 
exists versus the mmding higher resistive competent rock mataial. 

SGC has correlated the trends of these lower resistivity zones between Survey Lines 1 and 2, 
with the surface geologic map prepared by Gaeorama, Inc. (2007, Figure 2, Attachment II). This 
correlation is presented as Figure 3 (Attachment II) where the low resistivity zones in each survey 
line are extended througb the project area along the general trends of the surface geologic 
structures mapped by Gaeorama (2007) and expanded by h4r. Mike Ploughe (Faults A, B, and C) 
as shown on Figure 1 (Attachment ll). 

These lower resistivity zones have been interpreted as fractured zones within the granitic bedrock 
associated with the local and regional structures, for example the Lockwood Gulch Fault trending 
from the southeast to the northwest through the development. 

RECOMMENDED WELL LOCATIONS 

Review of existing well information in and around the property firom the records of the Arizona 
Department of Water Resources indicates that the local production wells range in depth from 
approximately 200 feet to 500 feet below land surface (bls). These wells have been completed in 
the shallower lower resistive material as noted in Figure 4 (Attachment II), and have reported 
yields ranging fiom less than 5 gallons per minute (gpm) to 25 gpm. The specific capacity of 
these wells range firom 0.05 gallons per minute per foot of drawdown (@e) to 0.55 gpdft. 
Based on the local hydrogeologic conditions supported by the geophysical cross-sections, the 
yield of wells designed to be production wells completed to depths up to 500 feet will be in the 
10 to 25 gpm range. 

By completing new wells or extending existing wells (if possible) deeper into the similar less 
resistivdfractured rock, the yield of the wells would be expected to increase at rates similar to the 
calculated specific capacity of the shallower wells. For example, a 1,000 foot well drilled in the 
Southern Low Resistivity Zone could yield up to 380 gpm based on a specific capacity on 0.55 
@fi where the estimated saturated thickness is 800 feet This type of projection based on 
specific capacity data is an upper end estimate because the fractured material tightens (becomes 



Mr, Bob Hardcastle 
Mesa Del Caballo AMT S w 9  
March 30,2010 
Page 3 of3 

less 4hcmrdprous) with depth as observed in the geophysical cross-section data (Figure 3, 
Attachment I) resulting in declining specific capacity values and ultimately lower production 
rates. However, doubling the potential yield of wells to 50 gpm +I- by completing them to 
depths of 1,OOO feet would be a realistic expectation. Extending wells deeper than 1,000 feet 
may further increase the well yield, but the specific capacity of the well would be expected to 
decrease with depth. 

The p r e f d  locations for larger capacity wells (1,000 feet +/-) are presented in Figure 3 
(Attachment U). These locations are identified as the shaded lower resistivity zones where the 
low resistivity material, believed to be zones of fractured rock, extends to depths of 2,000 feet 
bls. Within these areas, two well sites have been identified based on location within the 
development and within the immediate vicinity of water system facilities that may better support 
the location of a production well. 

Well sites, including Site A, in the Southem Low Resistivity Zone are preferred over the 
Northern Low Resistivity Zone, including Site B, because the width of the hctured zone in this 
area appears to be wider at depth. In addition, the Northern Low Resistivity Zone extending 
from Survey Line 1 is bifurcated and it is unknown where the fhcture zone trends into one larger 
zone as observed in Survey Line 2 (between stations 700 and 1350). 

Please call if you have any questions or require additional infomation. 

Sincerely, 
Southwest Ground-water Consultants, Inc. 

President 

C: MyndiBrogdon ' Ew-wWC~ 

Attachments: 1 - Zonge Report, March 16,2010 
II - Figures 

1 -LOW Resistivity Zones 
2 - Surface Geologic Map 
3 -Proposed Production Well Locations 
4 - Well Location Map 
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Zonge Engineering and Research Otpanization, Inc 
3322 E. Fort Low11 Rd 

Tucson, AZ 8571 6 

Fax: (520) 325- 1588 
www.zonae.wm 

office: (520)327-5501 

March 16, 2010 

Attention: Myndi Brogdon 
Brooke Utilities, Inc. 
P.O. Box 82218 
Bakersfield, CA 93380 

Re: Geophysical AMT survey on the Mesa del Caballo Project 

Survev Summarv; On February 18" and lgm, 2010, Zonge Engineering and Research 
Organization, Inc. acquired geophysical natural source audio-frequency magnetotelluric (AMT) 
survey data on the Mesa del Caballo project, near Payson, Arizona. The survey was intended to 
assist in understanding the subsurface structure as it relates to groundwater production. 

Zonge's crew chief on this survey was Tim Nordstrom, and Brooke Utilities' Myndi Brogdon was 
the primary client contact for this survey. The survey consisted of two short'lines, as shown on 
Figure 1. Due to the dense vegetation, the lines were brushed in advance of the field crew. 
Stations were spaced 200 feet apart, and the frequency range acquired was from 3 Hz to 1024 

Hz. Lines 1 and 2 were oriented southwest to northeast, in order to intersect suspected faulting 
that is oriented northwest-southeast. 

This type of geophysical survey maps subsurface changes in resistivity, which can be related to 
changes in pore spaces and pore fluids. Bedrock is often high resistivity relative to overlying 
material, and fractured, saturated bedrock is often lower resistivity than un-fractured bedrock. In 
addition, areas of high TDS in the groundwater are often more conductive than equivalent areas 
of low TDS. Variations in depth to bedrock, faulting, and other structural changes are often also 
evident as changes in resistivity. At the Mesa del Caballo site, the AMT survey was intended to 
delineate the location of suspected faults (see Figure 2), and to determine whether or not these 

faults appear low resistivity relative to background. 

Zonge Engineering Mesa del Caballo Prom p. I 



Figure 7- Line andstahion locations, with faults redrawn from Mike Ploughe's map. 
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figure 2- Fault location map provided by Brooke Utilities, showing lines 
recommended by Mike Ploughe. 

Data at the Mesa del Caballo site were moderately noisy, primarily due to culture associated 

with the housing development itself. Culture includes man-made metallic conductors such as 

fences, pipelines, and power lines, as well as objects that actually radiate electrical noise such 

as active power lines, cathodically-protected pipelines, and radio transmitters. It is possible that 

the cultural effects have masked valid changes in resistivity, or that some of the changes in 

resistivity that are seen in the data are actually the result of culture. 

Summarv of Results: Lines 1 and 2 were parallel and intended to map suspected faults oriented 

approximately northwest-southeast. For discussion purposes, the suspected faults are called 

Faults A, 8 ,  and C, as shown on Figure 1. Figure 3 shows the smooth-model inversion results in 
the form of the resistivity cross sections for each line. On these cross sections, low resistivities 

Zonge Engineering Mesa del Caballo Project p. 3 



are shaded toward the red end of the spectrum (yellow-orangsred), and high resistivities are 
shaded toward the blue end of the spectrum (green-blue). Station numbers, in feet, are shown 
along the top of each cross section, elevations in meters are down the right side of the plot, with 
approximate depth in feet down the left side of the plot, 

tine 1 was located northwest of Mesa del Cabailo, and crossed all three faults. According to 

geologic maps of the area, this entire line was probably on a thin layer of Tapeats Sandstone, 
which overlies gneissic granitoid. Resistivities along this line are very high, as would be 
expected from the geology and from Zonge's prior work in the general area. North of station 
1900, surface resistivities are noticeably lower than south of that location, suggesting a possible 
contact or change in surface material. At depths greater than 400 feet, resisthrities between 
stations 4200 and 3600 are lower than background; this area correlates to the region between 
Faults A (whkh intersects the line at station 4200) and B (which intersects the line at station 
3400). Fault C, which intersects this line at station 900, is not associated with any change in 
resistivity. 

tine 2 was located southeast of Mesa del Caballo, and according to geologic maps is probably 
located on the gneissic granitoid. In good agreement with Line 1, the northern part of Line 2 is 
low resistivity at the surface, from approximately station 1500 to the north end of the line. 
According to the geologic map, this part of the line (approximately station 1500 to the north end 
of the line) is on tertiary basalt, which may explain the low resistivities. (Note that Line 1, which 
also shows surface low resistivities on the north end of the line, does not appear to cross the 
tertiary basalt, according to the geologic map.) Line 2 crosses Fault A at approximately station 
3400, and a narrow zone of low resistivities is evident centered at station 3500. Faults 6 and C 
merge, and cross Line 2 at station 2600, but there is no significant change in the resistivity in 
that vicinity. In the deeper data (greater than 400 feet), low resistivities are evident, however, 
from station 1300 to station 600. 

In this environment, where fractured zones in the bedrock may be more likely to produce morg 

groundwater than un-fractured areas, it is encouraging that an Independently inferred fault from 
the geologic map (Fault A) shows lower resistivities than background on both lines that it 

crosses. This zone of decreased resistivity is centered at station 3900 on Line 1 and station 
3500 on Line 2, and may represent a fractured bedrock zone. 
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Resistivities do not change in the vicinity of Fault C on either line, and Fault B shows no change 
on Line 2, but may be the boundary of a low resistivity zone on Une 1. The data from prior work 
in this area showed that some mapped faults exhibited a decrease in resistivity, but others 
showed no change or appeared to be a resistive boundary. 

A second low resistivity zone (in addition to Fault A) is seen on Line 2, and extends from station 
1300 to 600; the geologic map indicates no faults in this area. This zone may correlate with a 
weaker low resistivity zone on Line 1 that extends from station 2900 to 1900, although there are 
resistive stations within this stretch online 1. 

The geophysical data should now be correlated with other available background geologic, 
hydrologic, and borehole information for this area. This background information may assist in 

interpreting which of the above described zones of decreased resistivity might represent the 
best groundwater target, for example, or whether or not the low resistivities associated with the 
basalts might represent a goad shallow groundwater target. Although the changes in resistivity 
indicating possible faults or fracture zones discussed above appear valid based on our 
experience in this environment, other interpretations are possible. 

- 

- 

- 

- 
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The AMT lines were acquired using an electric-field r d v e r  dipole size of 
200 feet. Eledric-field measurements were made in groups, or "set-ups", of five dipoles 
concurrently. For each set-up of electric-field measurements, a magnetic field measurement 
was made simultaneously at the center of the set-up. A total of 58 stations were acquired on the 
two lines. 

The line locations were suggested by Mike Ploughe and Brooke Utilities in conjunction with 
Zonge, based primarily on the location of inferred faults and on cultural features in the area. 
Endpoints of the lines were provided to Brooke's survey crew, who flagged the line location for 
the brush cutting crew. Lines 3 and 4 were considered optional, and have not been surveyed or 
brushed to date. The Zonge crew used a GPS to verify the locations of the lines. Station 
location coordinates are appended below to this report. 

Field lnstnrmen W\w. The receiver used for the AMT survey was a Zonge GDP-3211 multi- 
purpose receiver. This receiver is a backpack-portable, 16-bit, microprocessor-controlled 

receiver capable of gatherlng data on as many as 16 channels simultaneously. The electric- 
field signals were sensed using non-polarizable porous pot electrodes, connected to the 
receiver with 16-gauge insulated wire. The AMT magnetic-field signal was sensed with a Zonge 
AnU4 magnetic field antenna. 

Daap Qucrlitv: Data quality was relatively good throughout this project, and good repeatability 
between stacks of data was achieved. Standard Zonge field procedure requires that the receiver 
operator make multiple measurements of each data point while monitoring real-time standard- 

error values displayed on the screen of the receiver and correlation coefficients. For AMT, 
multiple blocks of the data are also displayed graphically as resistivity-versus-frequency curves 
(plotted on a log-log scale), with error bars denoting data scatter for the operator in the field. 

-Inat Ion: A grounded fence crossed tine 1 as shown on Figure 3, but no other 
known culture intersected the lines. The Mesa del Caballo subdivision is very close to both 
lines, however, and noise is apparent in the data, particularly around 60 Hz, as would be 
expected. 

Zonge Engineering 



S/I?OOth-MOde I InwKsion: Briefly, smooth-model inversion mathematically ‘back-calculates” 

(or “inverts”) from the measured data to determine a likely location, size and depth of the source 
or sources of resistivity changes. The results of the smooth-model inversion are intentionally 
gradational, rather than showing abrupt, “blocky” changes in the subsurface. 

The AMT lines were modeled using both 10 and 2D smooth-model inversion programs, called 
SCSINV and SCS2D respectively. Both sets of model results are used in the interpretation, 
although Figure 1 shows 1D results, since these results presewe narrow features. The 2D 
model differs from the 1D model in that the iterative adjustment utilizes information from 
adjacent stations, and when modeling a given station, it does not assume that the subsurface 
changes in resisthri only occur vertically. As a result, 2D results are usually smoother 
horizontally than the 1D results. However, 2D results also often smooth out real, but weak, 

lateral changes, and when lines are very short, the 20 models often overemphasize and 
exaggerate small, local features and noise. 

The inversion results should not be considered a unique solution, and some ambiguity remains 
in any mathematical representation of the data. 

Respectfully submitted, 

Norman Carlson 
Chief Geophysicist 
Zonge Engineering & Research Organization, Inc. 
3322 E Fort Lowell Road 
Tucson, AZ 85716 USA 
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Station Locations in WM MAD83 Zone 12s meters 
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Easting 
47321 7 
4731 73 
4731 29 
473085 
473041 
472997 
472953 
472909 
472865 
472822 
472778 
472734 
472690 
472646 
472602 
472558 
47251 4 
472470 
472426 
472382 
472338 
472294 
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472206 
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471 855 
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Northing 
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3794885 
3794841 
3794797 
3794753 
3794709 
3794665 
3794621 
3794577 
3794532 
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Figure 1 - Low Resistivity Zones 
Figure 2 - Surface Geologic Map 

Figure 3 - Proposed Production Well Locations 
Figure 4 - Well Location map 



Inferred fault from Mike Pbghe's Map provided 
by Mesa del Caballo (Attachment I) 

Law-ResistMty Zones (Figure 2, Attachment I) 
extending to depths of appmximately 2,000 feet bls 
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Phoenix, AZ 85044 
Telephone: 480-704-02 6 1 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (I) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CONNECTiON WiTii 1NFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-03514A-13-0111 

+ c-1 

r :  r 3  

- 
- ,  

L S  
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DOCKET NO: W-03514A-13-01-42 

Pursuant to the Procedural Order issued on October 29,2013, Kathleen M. Reidhead, "KMR", is 

granted Intervention in the above-captioned matter. 

KMR is a long-standing residential customer served by the Public Service Utility Company, 
Payson Water Company, "PWC", residing part-time within the physical boundaries of the CC&N in the 
community of Deer Creek Village, "DCV", that is part of the former United Utilities system and has a 
vested interest in the rami hese proceedings. The system is also known as ADEQ's Public 

Water System number 04- dce 
PWC has a history of complaints of poor service and allegations of unlawful practices which have 

created a public atmosphere of distrust towards the Company by the Ratepayers. Public comment a t  

the Phase 1 Hearing attests to that. Attached as Exhibit A are six newspaper articles published by the 
Payson Roundup between 2009 and 2013 documenting some of these allegations. Also noted, as 
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evidence of this claim, are two yet-unresolved formal complaints filed with the Arizona Corporation 
Commission, "ACC", against PWC, Docket Nos. W-03514A-12-007 and W-03514A-12408. 

KMR received a Public Notice of Appliwtions by Payson Water Co., In&, Docket Nos. W- 
03514-13-0111 and W43514A-134142 (consolidated)-on September 20,2013 in her regular monthly 
water bill. In this notice, details of the consolidated case were disclosed. This was her first knowledge 
of any water shortages in a community called Mesa del Caballo, "MdC", which is physically located 
approximately 20 miles away from DCV. The 5-day notice received of the Public Hearing scheduled for 
September 25,2013 was in viofation of the Arizona Administrative Code R14-3-109. 

The public notice issued in this case incorrectly informed the ratepayers of DCV of the 
Company's proposal to increase the base rate from $17.00 to $39.24/month. As a ratepayer of DCV, 
KMR asserts that her household has been paying $16.00/month for the base rate and $1.93/1,000 
gallons for the commodity charge for as long as she and her husband can remember. She believes that 
DCV was actually part of the former United Utilities, not the former C & S System, as stated on the Public 
Notice. She has reviewed ACC Decision No. 62401 from 03/30/2000, which shows an Intervenor from 
the Deer Creek Village Homeowners Association in the prior United Utilities rate case, which provides 
evidence of this assertion. It appears that the ratepayers of Gisela and the Triple T Water System were 
actually the former C & S System and were ordered in ACC Decision No. 62320 on 02/17/2000 to pay 
$17.OO/month for the base rate, not $16.00/month as stated on the Public Notice for this case. These 
inaccuracies on the Public Notice, in addition to the late notice, serve to erode public confidence in the 
management abilities of the new President of PWC (effective as of June 1,2013), Mr. Jason Williamson. 

On September 25,2013, KMR attended the Phase 1 Public Hearing at 1O:OO am at the Arizona 
Corporation Commission's offices, 1200 West Washington Street, Hearing Room No. 2, Phoenix, Arizona 
85007 and gave a public comment, objecting to the late notice and expedited nature of the case. It was 
stated by her, among other things, that 5 days had not been enough time to digest the details of the 
case and she thought that she was being treated unfairly. She submitted a Motion to Intervene in the 
case on September 26,2013 and was granted Intervenor status on October 29,2013. She requests an 
explanation as to why the two cases were consolidated as they were? If the costs for the MdC pipeline 
debt (case W-03514A-134142) was intended to be imposed solely on MdC ratepayers, as was stated 
during the ACC's Open Meeting on October 16,2013, why then were the two cases filed separately, then 
later consolidated and bifurcated on August 26,2013? This action had the effect of further increasing 
the public's distrust of PWC and its new President, Mr. Jason Williamson, as is evidenced by the more 
than 45 letters submitted by ratepayers of the 8 communities shortly after the Public Notice was 
delivered. Those letters to the ACC were overwhelmingly in opposition. PWC's action of consolidating, 
bifurcating & expediting the case is the main source of confusion and public distrust in this proceeding. 

After reviewing documents posted on the docket of the consolidated case, KMR lodged 
complaints with the ACC relating to lack of supporting evidence, discrepancies in testimony, lack of 
alternate solutions offered and the expedited nature of the proceedings, among other things, which sh 
alleges unfairly advantages PWC and disadvantages ratepayers in this matter. These complaints are 
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documented in letters dated September 26,2013, September 30,2013, October 1,2013, October 4, 
2013, October 7,2013 (2 separate letters), October 10,2013, October 11,2013 and October 14,2013, 
all of which are currently posted to the Docket. These letters (and letters from other ratepayers) note 
numerous and specific details of the case that expand the atmosphere of distrust the public has for 
PWC. 

PWC asserts that it has chosen to solve water shortages in the MdC community via a connection 
to a future supply of renewable water from the Cragin Reservoir via a pipeline project. KMR asserts that 
only ratepayers from MdC participated in any such discussions leading to this decision. Therefore, 
ratepayers from the other 7 communities have not been informed about the matter, afforded ample 
time to understand the cause of the water shortages, or the other options available to solve the 
problem, nor the viability, benefits, cost & scope of this expensive project. She asserts that ratepayers 
from the other 7 communities should not pay for any portion of this infrastructure project or any future 
costs associated with delivery of water from the Cragin Reservoir to MdC, as they will receive no benefit 
from it. 

KMR is firmly opposed to consolidation of the 8 communities (specifically, Mesa del Caballo, 
Mead's Ranch, East Verde Estates, Flowing Springs, Geronimo Estates/Elusive Acres, Whispering Pines, 
Giselaflonto Creek Shores and Deer Creek Village) for ratemaking purposes. As is evidenced by the 
strong and clear opposition expressed from ratepayers of the 7 outlying communities served by PWC to 
paying for any portion of the estimated $1,238,000 pipeline infrastructure project for the MdC 
community, it is not perceived to be just and reasonable to pay for something without receiving benefit. 
These 8 communities served by PWC are in rural areas, separated by many miles distance. Each 
community has its own water resources (some with wells, others will have wells + surface water 
pipelines + possible water hauling), infrastructure, equipment and deficiencies that are unique to each 
community and are not interconnected with the others. Accordingly, KMR proposes that each 
community be treated separately for ratemaking, based on each community's separate costs of service. 

KMR is requesting full cost of service studies be conducted for each of the 8 communities served 
by PWC so that all parties may make their own reasoned proposals for rates, consistent with sound 
ratemaking principles. Some of the following considerations may be important to evaluate for each of 
the 8 PWC communities: 

1) What is the utility's allowed rate of return on investment? 
2) What are the current operating expenses, depreciation, taxes + rate of return for water 

service provided in that community? 
3) What is the asset value for the plant in that community? 
4) Is the utility using ground water, surface water, or a combination? Identify all sources and 

anticipated costs to produce. 

5) At what rate are the wells producing water? Are there any known hydrology problems? 
6) Has PWC ever experienced water shortages there, even during peak summer periods? 
7) Has water ever been hauled into that community from any other PWC community? 

If so, how much is typical? 
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8) Has water ever been hauled out from that community's supply to other PWC communities? 
If so, how much is typical? 

9) What is the system age? Is the infrastructure adequate a t  the current time for servicing that 
community? Are there any known infrastructure deficiencies currently needing addressed? 
If so, what are they? 

renovate that community's water system? 
10) What is the business plan and correlating budget allocated by PWC to maintain and 

The ACC has long been aware of the inferior infrastructure of some of PWC's systems. As noted 
in Decision No. 71902 dated September 28,2010, Mr. Marlin Scott, a Staff Engineer for ACC, states that 
"the MdC System's 105,000 gallons of storage capacity is sufficient to serve only 305 connections, and 
this factor, coupled with the poor water production of the nine wells on the system, create the 
Company's water shortages on the MdC system." It appears that the ACC desired to address those 
concerns a t  the next permanent rate case, but PWC delayed filing for that rate increase as ordered, 
which was "no later than one year from the effective date of the order". On November 11,2011, in 
Decision 72679, the ACC granted PWC an extension of time to file until March 12,2012. On March 21, 
2013, more than one year past PWC's missed deadline, the ACC ordered PWC, in Decision No. 73774, to 
file their permanent rate case within 30 days. It is stated in that Decision that "Continued 
noncompliance with Commission decisions could result in the Company being charged with a violation 
of A.R.S. 940-424 for being in contempt of the Commission, as well as the termination of the surcharge." 
PWC did then file their rate application on April 22,2013. 

The Phase 1 Order #74175 issued on October 25,2013 in this case indicates that the Phase 2 
permanent rate case must result in a debt service coverage, "DSC", of 1.2 or greater, as PWC needs that 
DSC for the resulting WlFA loan approval for the MdC pipeline project. KMR asserts that it would be 
unjust for the ratepayers of the other 7 outlying communities to pay higher rates, simply to achieve that 
DSC, without any benefit coming to them. Accordingly, higher rates made solely to achieve that DSC 
should be borne solely by the ratepayers in MdC, since the ratepayers of MdC will be the only ones that 
will benefit from the pipeline project being proposed and funded via that WlFA loan. This bolsters the 
argument for not consolidating the 8 communities for ratemaking purposes, but for separating them 
instead. KMR firmly believes that separate rates for each community based on cost of service will be 
perceived as just and reasonable by the ratepayers of all 8 communities. Numerous letters written by 
ratepayers have already attested to this. Additional witnesses can be called a t  the Phase 2 hearing to 
substantiate this further. The law requires this standard, per A.R.S. 940-361, in relevant part: "Charges 
demanded or received by a public service corporation for any commodity or service shall be just and 
reasonable. Every unjust or unreasonable charge demanded or received is prohibited and unlawful" . 

Over a number of years, PWC has been viewed with suspicion, distrust and ill will amongst its 
ratepayers over the way it has conducted itself. The filing of this rate case and the way it was 
consolidated, bifurcated and expedited did not help improve PWC's standing with the public. While 
there is a new face on PWC in the form of Mr. Jason Williamson, there has been little time to evaluate 
whether the ratepayers will be treated in a more ethical manner than in the past. Mr. Williamson has 
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adopted the former owner's strategy to proceed with consolidating the two cases. In addition to that, 
on August 15,2013, Mr. Williamson filed a Motion to Consolidate and Request for Expedited 
ProceduralSchedule to expedite the entire matter. While the expedited nature of the Phase 1 portion 
of the case may have been advantageous to the interests of PWC, it has not yet been demonstrated that 
the pipeline plan for MdC was just or reasonable for the ratepayers of PWC. KMR asserts that the 
ratepayers have a reasonable expectation to fully understand the specific intention for encumbering 
PWC with a large amount of debt and to fully understand the scope of the proposed project before any 
funds are borrowed. That did not happen in this case. It is evident that the expedited nature of the case 
did not allow for that level of scrutiny, which alarmed many ratepayers, who have expressed strong and 
clear discontent with the process. As such, KMR requests that the ACC makes a thorough and complete 
evaluation of all details of the case during the Phase 2 portion before any ratemaking decision is made 
and that the decision be deemed just and reasonable for both the Company and the ratepayers, as 
required by law. 

As stated in her letter dated September 30,2013, KMR believes that by creating an atmosphere 
of working together, PWC will regain the public trust and assure a better relationship between all 
parties, and that is a goal we should all work towards. 
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Payson Roundup 1 Payson, AZ 
No Water Irritates Residents 

Arizona Corporation Commission may order investigation into Stage 5 alerts, 
water hauling and cutoffk at Mesa del Caballo 

Andy TowleRoundup - atowle@payson.com 

Stephen Gehring, owner of the Houston Mesa General Store, demonstrates the regulating defect 
in a water flow meter used by Brooke Utilities in the Mesa del Caballo housing complex. 

Repeated water rationing and the cutoff of customers for using too much water in Mesa del 
Caballo have triggered a slew of complaints to the Arizona Corporation Commission, which has 
promised to investigate the actions of Brooke Utilities. 

Twice in three weeks, residents have lived through Stage 5 restrictions, which imposes heavy 
fines for any nonessential use of water - including shutdowns for people who use too much. 

On Thursday, the conservation level had dropped to Stage 3, as the private water company 
reportedly hauled reportedly hauled water &om Gisela sometime during the week. 

Residents say they feel their small community has become a “‘police state” with “water Nazis” 
watching every drop of water, waiting with disconnection notices in hand. 

Brooke Spokesman Myndi Brogdon said she had been instructed to make no comment on any 
issue to any newspaper. 

mailto:atowle@payson.com


Arizona Corporation Commission Chairman Kristin Mayes said the board that regulates utilities 
has received multiple complaints about Brooke’s actions. Residents have complained wildly 
inaccurate meter readings have prompted water cutoffs. Residents have also complained they 
have been cut off without receiving the required written notice. 

“We are definitely investigating it,” said Mayes. “A fonnal investigation would take a vote of 
the commissioners and we haven’t had a chance to do that, but we’ll look into that next week.” 

Mayes said company officials have said the water restrictions were imposed because of increased 
use and dropping supply, perhaps because of an increase in full-time residents in the W h o m e  
community this summer. 

But that doesn’t excuse repeatedly running out of water, said Mayes. 

“Whatever the reason is, the bottom line is the company has to provide for its customers. So the 
first question I ask is, what additional storage or well capacity does the company need to have 
and what are they doing to get it.” 

Caballo Club formed 

At least two separate movements are coalescing to gain water fieedom. The community’s version 
of a homeowner’s association, the Caballo Club, has appointed three people to head a water 
committee for exploring possible solutions. Two members, Randy Norman and Ed Schwebel, 
say they want to increase communication with Brooke Utilities and work toward securing a share 
of Blue Ridge water. The men say they do not want an adversarial relationship with the utility 
company. They add that Brooke has ignored attempts at discussion. 

Payson’s Blue Ridge Pipeline will pass right by the community, but only water providers can 
negotiate with Salt River Project and Payson for a share of the 500 acre feet of water reserved by 
federal law for water users in Northern Gila County other than Payson. Brooke utilities has 
expressed interest in contracting for that water, but many residents have expressed doubts about 
whether the company will follow through. 

Many residents this week were complaining of poor communications and arbitrary actions by the 
water company. 

Stephen Gehring, who owns Houston Mesa General Store, is building his case against Brooke 
Utilities for shutting his water off for what he says is no reason. He denies watering plants 
outside, washing his car, or engaging in activities banned by elevated conservation levels. 

“It was arbitrary and capricious on their part,” he said, calling the company “water Nazis.” 

Gehring is preparing a roughly 13-page packet of information for the Arizona Corporation 
Commission, and he says he’ll include damning idonmiion fiom former employees of Brooke 
Utilities that alleges leaks in the system which allow air to register on the meters. Gehring says 



this means residents appear to be using excessive amounts of water due to an error by the water 
meters. 

Gehring speculates Brooke Utility cut off his water in retribution after he talked to a local 
newspaper. Thirty othex residents also had their water shut-off for no reason - according to 
Gehring. 

Brooke Utilities declined to comment on any of the allegations. 

In an earlier interview, Brogdon said water use had 
restrictions and water hauling. However, she did not provide any water use figures to support her 
statement. She said the company has difficulty finding well sites in the community, since 
drinking water wells have to be a certain distance for any septic system and all the houses rely on 
septic tanks. 

triggering the sMI to stage five 

Brooke Utilities disconnected Gehring’s water Monday during a Stage 5 conservation level. He 
has since bathed in the nearby East Verde River because he cannot afford the $600 reconnection 
fee. 

‘Unfortunate responsibility’ 

Monday, Brooke Utilities sent an e-mail to residents, alerting them of the “unfortunate 
responsibility” which requkd the company to disconnect water service to some customers. 

“This action was not taken lightly and only after careful consideration,” the e-mail read. 

Arizona Corporation Commission rules require written notifcation before cutting off a customer 
for violation of water restrictions during a Stage 5 alert. 

Schwebel said that earlier this s u m m a  sprinklers accidentally turned on at a property he owns, 
but in which he does not live. A Brooke Utilities employee was driving around, looking for 
conservation violators, and eventually turned off his water. 

“She said you’re not supposed to be watering,” Schwebel said He told her, “If1 was going to 
break the rule, I’d water at midnight.” 

Through the newly formed water committee, Schwebel and Norman will explore long-term 
options. They fear Brooke will not work to gain a portion of the 500 acre feet of Blue Ridge 
Pipeline water available for communities outside of Payson. 

Access to Blue Ridge water 

Gehring also wants the community to gain access to Blue Ridge water. However, he says the 
company is too cheap to build a atration system. 

“They don’t care; they’re going to do the minimum,” Gehring said. 



Residents formed the water committee after they heard at a meeting that communities wanting a 
part of Blue Ridge water need to get in line within the next two years. 

The Normans say perhaps targeted reductions could be developed so residents have an 
identifiable goal. 

“Conservation is a part of (the fml picture),” said Norman. 

Brooke pays dearly when the community runs out of water and it has to haul water in from other 
wells it owns, because the Corporation Commission hasn’t given it permission to impose a water 
hauling surcharge - as it has in Pine and Strawberry. As a result, the company must haul water, 
but charge the normal rate. During a recent water shortage in Pine, the company hauled water 
from its wells in Star Valley. But Star Valley then banned heavy hauling trucks on the roads 
leading to Brooke’s well. As a result, this time Brooke is reportedly hauling water fiom Gisela, 
which also has water problems. 

“It’s a monopoly,” said Schwebel. “We can’t choose. We don’t have another alternative We’re 
nearly held hostage by all of this. It feels like a police state.” 

Mayes said “It’s just not acceptable to be subject to stage five curtailment twice in one month - 
that is really extraordinary. It’s cause for concern.” 

She said the investigation could result in fines for the company, imposition of a building 
moratorium like the one in effect in Pine and even cancellation of the company’s monopoly right 
to provide water service in the community. 

More like this story 

0 Brooke denies fraud charges 
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Some Mesa del Caballo water complaints still outstanding 

Comulaint claims Brooke defrauded customers 
Mesa del residents, Hardcastle are talking 
New- ACC complaints filed in Mesa del Caballo water dispute 



Payson Roundup I Payson, AZ 
Angry Mesa Del Residents Face Off With Brooke 

By Alexis Bschrnm 

As of Tuesday, August 9,201 1 

An angry group of Mesa del Caballo residents frustrated with a new water hauling fee nearly 
drove Brooke Utilities officials home before a planned informational meeting about the Blue 
Ridge pipeline could even start Thursday. 

Some 200 residents were more concerned with big charges for water hauling this summer than 
with options for hooking up to Payson’s pipeline that could put an end to years of restrictions 
and frustrations. 

“We are all here because of the bill,” one resident shouted. 

Brooke’s President Robert Hardcastle said he was not there to discuss bills and would only dive 
into the five water supply alternatives, including plans to hook up Mesa del to the C.C. Cragin 
pipeline that will run past the 400-home subdivision’s doorstep. 

However, The meeting was dominated by a gush of anger about years of strict water restrictions 
that at times force homeowners to ration their water wage and cut out showers, flushing and 
washing or face high fees. 

“You have lied to the people the eight years I have been here,” said one resident. 

“Why can’t we get answers?” said another. 

One woman said the water use restrictions meant her children could not shower at times. 

As the uproar grew, a man sitting in the front row said Hardcastle should leave if he wasn’t 
going to answer the questions. 

“YOU have asked me to leave and I will,” Hardcastle said. 

Randy Norman, treasurer with the Mesa del Caballo Water Committee, reminded residents that 
Hardcastle was there to talk about the pipeline and to hold their questions until the end. 

“All of our future lifestyles are involved in this choice,” he said. 

Mesa del sits on granite rock. This underground layer has put 367 active water customers and 
Brooke Utilities literally between a rock and a hard place for years, 



During peak use months, water seeps into the wells so slowly that Brooke must haul water fiom 
Payson. 

In years past, Brooke ate this charge. 

In the summer of 2009, then-spokesperson Myndi Brogdon told residents Brooke had paid 
$59,000 to haul water, said Minnie Norman, secretary of the water committee. 

Last year, the Arizona Corporation Commission approved a tariff that allows Brooke to charge 
residents for water hauling. Just recently, residents received their first water bill with the new 
fee. 

Residents have known for a year that Brooke would begin charging for water hauling, but many 
were still shocked at the tripling of their bills, Norman said. 

Hardcastle said the subdivision can put an end to water hauling forever if it hooks into Payson’s 
Blue Ridge pipeline, pays for a temporary line each summer to connect to Payson’s existing 
water system or drill new, deep wells. 

Hardcastle provided an overview of several options and promised to have rough cost estimates 
for each alternative at an Aug. 25 meeting. 

But by the end of Thursday’s meeting, most residents had more questions than answers. 

As the crowd quieted, Hardcastle explained that during June and July, residents used 1.79 
million gallons of water, twice as much as during low-use winter months. 

The system couldn’t handle the jump, so the company bought water fiom Payson and hauled it to 
the subdivision’s storage tanks at a cost of $16,000. Brooke charged users $13.65 per 1,000 
gallons. 

“It is expensive, it is very expensive,” Hardcastle said. 

Norman said her bill increased $70 in the last month to cover water hauling. Norman said she 
heard fiom other residents that their bills had gone up more than $300, but they had also used 
more than 25,000 gallons. 

Those that use more water pay more, Hardcastle said, but with such a narrow base of customers 
to pass the cost of water hauling over, everyone pays something. 

On its end, Brooke Utilities is not allowed by the Corporation Commission to collect a dime over 
what it costs to haul water, Hardcastle said. The company has the exclusive right to provide 
water in the subdivision, but it must then abide by ACC rules. 

Some residents said they believe Hardcastle is inflating the cost so he can turn a profit on the 
water hauling. 



Hardcastle adamantly denied charging anymore than cost. 

The price tag to end water hauling forever may come as even more of a surprise. 

One alternative is using an above-ground pipeline to deliver water fiom Payson to Mesa del. This 
option would cost roughly $100,000 a year and Brooke would have to reinstall the pipeline 
annually. That would work out to about $272, if divided by the 367 customers. 

Although effective, that expensive solution would make the subdivision dependent on Payson, 
Hardcastle said. 

Alternatively, Brooke could drill new wells and add additional storage tanks to hold some 
200,000 gallons, which would likely cover water needs. 

Experts have identified two potential sites for wells, each with water 1,200 to 1,600 feet 
underground. 

Costs for the new wells and storage range from $625,000 to $880,000, with no guarantee that 
either well will deliver a substantial yield. 

Hardcastle painted a doomsday scenario of paying a million dollars for the wells, but getting no 
new water. 

Payson’s C.C. Cragh pipeline could also guarantee water indefinitely, said Hardcastle. 

For nine months out of the year, Mesa del would receive about 75 acre-feet of water. Currently, 
the subdivision’s seven wells produce 54 acre-feet of water annually, Hardcastle said. 

But like the other alternatives, the C.C. Cragin water comes at a cost. Current estimates put the 
project at more than a million dollars, which the 367 customers will have to cover. 

The pipeline is expected to run across the street fiom Mesa del and come online in September 
2015. 

If Mesa del signs on, Brooke would have to sign an agreement with the Salt River Project not to 
drill any new wells within the community. However, the company could deepen any existing 
wells, Hardcastle said. 

Residents must decide by Labor Day if they want a share of Blue Ridge. 

“The window of opportunity is closing and a decision must be made,” Brooke said in a letter to 
residents. “It is important that the majority preferences of the Mesa del Caballo community be 
considered.” 

Whatever users choose, Mesa del needs a long-term, renewable water source that will deliver 
users fi-om the frequent water shortages that plague the community, Hardcastle said. 



If residents go with Blue Ridge, Hardcastle hopes to finalize agreements with Payson and SlW 
by September. 

Hardcastle said he does not care which alternative residents choose and that he is not advocating 
for one over the other. Residents are asked to send their questions and comments to 
elcaballoclub@gmail.com. 

Hardcastle will discuss project costs at 5:30 p.m., Thursday, Aug. 25 at the Payson First Church 
of the Nazarene, 200 E. Tyler Parkway. 

More like this story 

0 

0 

0 

0 

Ending- Mesa del shortage will be costly 
Mesa del strikes water deal 
Mesa del readv to strike a $1 million deal for Blue Ridge water 
Pavson pipeline hookup allowed for Mesa del Caballo 
Mesa del gets a glimpse of a secure water future 

mailto:elcaballoclub@gmail.com


Ending Mesa Del Shortage Will Be Costly 

From pipelines to deepwater wells, several proposals may put an end to years of water shortages 
in Mesa del Caballo, but all come at a cost. 

Brooke Utilities President Robert Hardcastle presented a list of options at the third and final 
community meeting Thursday, stressing residents must come to a consensus on one by Labor 
Day. 

From an above-ground pipeline connecting Payson with Mesa del, to two new wells and water 
from the Blue Ridge pipeline, each has the promise of delivering badly needed water, but each 
will at least double the average water user’s bill. Rates could go from $23 a month to $49 or $54. 

Any of the options would avert water hauling, which can triple bills during summer months. 

Furthermore, any of the options could eliminate strict water use restrictions and potentially boost 
property values. 

Photo by Andy Towle 

Robert Hardcastle 



Of all the choices, water fiom the C.C. Cragin (Blue Ridge) pipeline is the most viable and 
longstanding, Hardcastle said. It also comes with the highest price tag at just over $1 million. 

An above-ground pipeline with Payson would be the cheapest option long-term at $147,600 for 
the first year and $90,000 for subsequent years. Drilling two new wells is the second highest 
option at $862,300. 

Mesa del residents will shoulder the cost of any improvements. 

Just before Hardcastle’s presentation, Steve Westwood with SRP’s water rights and contracts, 
gave a lengthy overview of the Blue Ridge Reservoir in northern Arizona. 

SRP has already poured $13.6 million into the project for upgrades and maintenance and has 
plans to deliver 3,000 acre-feet of water to Payson in the coming years. On the pipeline’s journey 
to Payson, it will pass just east of Mesa del, making the community the perfect pick for an 
additional 350 acre-feet of water set aside for other northern Gila County communities. 

While just one of several water options, Hardcastle said it is a “pretty good alternative.” 

“Is it guaranteed permanent? Steve would be the first to tell you not necessarily, but it is pretty 
darn close. It is enough that if you were a betting man, it is probably a pretty good bet,” he said. 

There is no guarantee the other two options will deliver the 68 gallons per minute of water the 
commdty needs to end water conservation and hauling fees long-term. 

Each of the proposals include 200,000 gallons of water storage through several new tanks. 

1,200- to 1,600-foot wells 

Preliminary engineering determined two areas in Mesa del could support new 1,200- to 1,600- 
foot deep wells. 

Currently, the subdivision’s seven wells produce just 54 acre-feet of water mually. While 
engineers are confident two sites will deliver water, there is no guarantee either will produce. 

The doomsday scenario of paying nearly a million dollars for the wells and getting no new water 
is possible, Hardcastle said. 

Best guesses put the cost of two new wells at $862,000, which for the average water user, 
doubles their monthly bill. 

Forest Service pipeline 

Alternative No. 2 includes installing a pipeline through Forest Service land that connects Mesa 
del with Payson. Payson would then pump approximately 1 million gallons of water a year to 
Mesa del at cost. 



For the first year, that cost is expected to run $148,000 and decrease to $90,000 in following 
years. The first year would cost more due to an environmental study. 

A major drawback with the project is that Brooke would have to reinstall the pipeline annually 
and Mesa del would be dependent on Payson delivering the water. 

For the average water user in Mesa del, the project would bump water bills up 143 percent in the 
first year and 87 percent in year two and beyond. 

“We have been talking about three projects. We have been talking about the pipeline, deep- 
water wells and we’ve been talking about Cragin water,” Hardcastle said. 

“The pipeline is different &om the other two in that it is a repetitive annual project. It is not a 
project we build and start taking water fiom and we just pay for it over time. (The contract) 
happens year after year.” 

Water bill illustration 

C.C. Cragin pipeline 

The fmal option is tapping into the Blue Ridge pipeline. 

Brooke Utilities would sign agreements with SRP for 70 to 84 acre-feet of water a year and with 
the Town of Payson for the infbstmcture to deliver the water. 

Mesa del would get water from the reservoir for nine months out of the year with the connection 
shut off in the winter. To cover winter water needs, Brooke would use water fkom the new 
storage tanks as well as the existing wells. 

No one can say how long the agreement with SRP will last, but it is as close to forever as any of 
the alternatives Brooke has identified, Hardcastle said. 

“Is it guaranteed forever into perpetuity? Probably not. Is it as close to guaranteed as we have 
been able to develop? Yes it is,” he said. 

Cost wise, Cragin is the most expensive option. With a total project cost of $1,073,000, including 
$2,700 in annual operations and maintenance fees, the average water user will see their bill 
increase 130 percent. 



One resident asked Hardcastle if any of these options would actually end the need for water 
hauling. During the summer months, water hauling doubles and even triples users’ bills. 

And even when Brooke is not hauling water, residents are often on water restrictions that prevent 
them fi-om watering outside and sometimes even taking showers. 

“If we are not doing this to eliminate water augmentation and curtailment then this whole 
process is a waste of time,” he said. “That is exactly what we are doing-” 

Hardcastle added it is up to the residents to decide which option to go with since they are the 
ones who will pay for the system. 

“We understand there is a risk analysis here, a benefit analysis and we understand there is an 
economic analysis and a hydrological analysis. 

“Each of you need to look at those for yourself, look at your water bill and say based upon the 
$23 average water bill, where am I?” he said. 

“You need to decide for yourself if this is what you want to do.” 

While Brooke has already been working on a preliminary contract for Cragin water, it will not be 
until after pipeline construction starts in September 20 15 that residents get water from it. 

Residents only have until Labor Day to decide which option they would like Brooke to pursue. 

None of the options include help fiom the Water Inkstructure Finance Authority of Arizona’s 
(WIFA). 

WIFA gets federal funding for public improvement projects and if it gets involved with this 
project, it could drive costs down for residents, Hardcastle Said. 
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Mesa Del Water Woes Worsening 

Explosion uncovers the twisted tale of mystery well 

f 

i 

By Michele Xelson 

As of Thursday, July 18,2013 

For years, Brooke Utilities has apparently gotten t31 been selling to 
residents of Mesa del Caballo fiom an undocumented, unregulated well, according to documents 
obtained by the Roundup. 

bulk of th water it ha 

The murky sequence of events came to light after the well blew up because of a closed pressure 
release valve, revealing the still confusing history of a well that has not undergone state-required 
inspections for an unknown period, although it has provided Brooke Utilities with roughly 
500,000 gallons of water monthly, according to documents obtained by the Roundup. 



The new well owner, Mary Hansen, has disconnected the well from the ~01IMunity’~ water 
system, resulting in a sharp increase in bills as a result of increased water hauling. 

Brooke Utilities did not return calls seeking comment. 

However, the man who recently bought the Payson Water Company fi-om Brooke said he hopes 
to settle the problem soon. 

Jason Williamson, owner of JW HoldingdPivotal Companies, wrote in an e-mail, ‘7 do believe 
we have resolved the dispute and that the well will be back in service soon.” 

The documents provided by Hansen and records fi-om the Arizona Department of Water 
Resources, the Arizona Corporation Commission and the Arizona Department of Environmental 
Quality (ADEQ) seem to suggest that Brooke Utilities provided half the water it sold Mesa del 
Caballo residents from an undocumented, unregulated well, perhaps without paying for the water 
for an extended period. The well number listed required reports to the ADEQ correspond to a 
capped, inactive well several blocks away. 

Reportedly the company that owned Payson Water Company before Brooke bought it had paid 
an elderly couple who owned the home for the water. Apparently, Brooke stopped paying for the 
water after it bought out the previous water company operator. Sometime after that, the elderly 
couple went into bankruptcy and lost the house in foreclosure. 

The new owner didn’t register as owner of the well with the state. Hansen says Brooke did not 
pay that owner for the water, either. 

As a result of the gap in the records, it’s unclear whether the well underwent required tests for 
contamination and heavy metals during that period. 

The interim owner of the property also lost it in foreclosure and Hansen bought the home at an 
auction, without realizing the well constituted a crucial part of the water system for the whole 
community. She only discovered the well’s intricate history after a pump blew out the side of the 
garage. 

Hansen provided documents suggesting Brooke had mislabeled the well in documents submitted 
to regulators and used it without paying the previous homeowners for the water or performing 
required tests. 

After repairing the well, she disconnected it fi-om Brooke’s system, which effectively forced the 
private water company to increase the amount of water it bought from Payson and hauled to 
Mesa del’s water storage tanks. 

The Arizona Corporation Commission allows Brooke to charge Mesa del residents extra for 
water it hauls in, which has driven some homeowners’ monthly water bills over $500. 

Some residents are now accusing Hansen of forcing them to pay exorbitant water bills. 



However, Hansen said she only shut off the well after a pressure tank and an electrical panel 
blew up on her property. She said Brooke Utilities refused to pay for the damages, so Hansen 
and her partner rebuilt the tank and electrical panel. Then Brooke hooked up the well again and 
started pumping water. Brooke made several payments for the water and then stopped, Hansen 
claimed. 

E-mails provided by Hansen detail year-long communications between Hansen and Brooke 
Utilities owner Robert Hardcastle. The e-mails show that when Hansen tried to get Brooke to pay 
for the water it had used and enter into a water sharing agreement, Brooke owner Hardcastle 
refused. 

Hansen said when she called the ADEQ, it could not find any evidence of her well in its records 
- and therefore no record of any required water quality testing. 

Adding insult to injury, Brooke Utilities not only stopped paying Hamen for the water it used 
from her well, but also charged her almost $700 for the water she used from her own well. 

So she pulled the plug. 

“It has now been a year and still no agreement, no inducement, no reimbursement, and Brooke 
has gained $687 in revenue by the residency being billed,” wrote Hansen in an e-mail to 
Hardcastle in March, “If all terms and conditions are not met, the home will hook back up to the 
well directly and Brooke will be disconnected as we will not pay any more hauling fees.” 

In the process of untangling the mess, Hansen discovered what she termed a cover up by 
Hardcastle. He took 111 advantage of a mislabeled well to hide his responsibility to test the water 
for toxins, said Hansen. 

When Hansen took her well off-line, Brooke Utilities claimed her well produced more than 
13,000 gallons per day. The company listed the well as an asset on reports to the Arizona 
Corporation Commission, which bases the rates it allows a company to charge on its assets and 
investments. On the Corporation Commission report, Brooke reported the well produced 6 to 7 
gallons a minute. 

Yet, when Hansen went to figure out how to make Brooke responsible for the damages and 
insurance, she had to pay for a year, none of the Arizona Department of Water Resources 
(ADWR) production reports listed her well. 

“When I went to ADEQ, (Arizona Department of Environmental Quality) they said they did not 
see my well,” said Hansen. 

A quick search on the Arizona Department of Water Resources well registry site for the well 
number listed on Brooke’s Arizona Corporation Commission production report, lists the well as 
being owned by William Huddleston from Mesa 



The paperwork with the well claims its physical location is on Lot number 26 off of Vista del 
Norte Street in Mesa del. 

Hansen’s well, however, is on Lot 164 on Gunsight Ridge. 

On the ACC production report, while the well registry number is listed erroneously, the lot 
number is listed correctly. 

As a result, when Hansen went to report the damage on her property, the ADEQ said it had no 
record of the well. 

“If you put the well number into the Arizona well registry, it brings up the information on 
Huddleston,” said Hansen. “If you read it caremy, that well is not in use, it’s a capped well. 
Hardcastle had to find a well not in use and put in fake numben ... (and so) ADEQ was led to del 
Norte.” 

Hansen said when ADEQ arrived at the del Norte address, inspectors would see the capped well 
and therefore not require testing for arsenic or bacteria. 

Yet, Hansen said Hardcastle could then report the water the well produced on the Arizona 
Corporation Commission well production report. 

It was a classic case of the right hand not understanding what the left hand was doing. 

Hansen said it was very difficult for ADEQ to admit water fiom her untested, undocumented 
well was going into a public system. She said she had to resort to calling the Environmental 
Protection Agency @PA) to get the federal regulators to pressure ADEQ to go to her property 
and verify the well. 

“I said, why would I lie to you for a year? Yes, I know what’s on paper, but it’s wrong,” she said 
of her conversation with the public safety organization. 

When the ADEQ finally arrived on her property, she said representatives fiom Brooke Utilities 
were in tow. 

“When I asked why the Brooke guys were there, they yelled, ‘None of your Pking business,”’ 
said Hansen. “I got on the phone with the EPA Region 9 representative and he said, ‘Is that 
Brooke screaming at YOU?’” 

The story of how the well fell off the official reports goes back for more than a decade. 

Mesa del resident, and owner of the local store Steve Gehring said the story started in 1996 when 
Benny and Lisa Harmon drilled the well as an investment. Records fiom the Gila County 
Recorder’s Office confum that fact. 



Gehring, along with other residents, have started a case against Brooke Utilities and Hardcastle 
with the ACC. 

Gehring said the Harmons then entered into an agreement with United Utilities owned by Rich 
Williamson. 

As Gehring understands the local lore, the Harmons enjoyed a fair relationship with United 
Utilities, until Hardcastle bought the water company. 

Soon Brooke stopped paying, said Gehring. 

The Harmons fell on tough times and lost the house to foreclosure. A man named John Olson 
bought the property. He never registered the well in his name. 

Then Olson lost the property to foreclosure, said Gehring. 

Hansen and her partner Svanhilbur Jafetsdotti bought the house fiom Olson. 

Three days before they closed on the property - the tank blew up - exposing the whole mess. 

The new owner of the water company hopes to straighten out the problem going forward. He 
responded readily to requests for information fiom the Roundup. 

Hansen confirmed that she has a pending agreement with Williamson. She said he has also sent 
her a check for her physical damages and has started paying for insurance on the well. 

“Jason and I - I think - have an agreement that instead of taking an inducement fee, in lieu 
the fire department will get access to water,” said Hansen. “I have given them permission to go 
back on line.” 

However, Williamson did say in his e-mail, “Unfortunately, while reinstating this source will 
help, it will not alleviate the need for hauling.” 

More like this story 
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Water Not Tested 

‘This is a nightmare’ says water expert of Mesa del well reports 

Mary Hansen bought a home only to discover Brooke Utilities had been using a well on the 
property for years without state-mandated water testing. Photo by ,Ld;. Toule. I Bw- a 1ITi-nl: of 
& 

Mesa del Caballo residents have been drinking water from an untested well - perhaps for years. 
according to documents obtained by the Roundup. 

However, tests on water from the well sought by the Roundup last week showed no 
contamination. 



Still, the clean recent test doesn‘t guarantee that the well remained free of bacteria or other 
contaminates during the years it apparently fed into the Brooke Utilities system in the 
unincorporated subdivision with about 400 homes. 

The Arizona Department of Environmental Quality (ADEQ) confiied that a well now owned 
by Mary Hansen, vvhich produces about half of Mesa del’s water, has not been tested as required 
by law- since it was drilled in 1996. 

When asked if well no. 55-553798 (aka Mary’s well) had a record with ADEQ at all, Mark 
Shaffer. communications director for ADEQ wrote that the only mention of it is an April 3,201 3 
inspection report. 

Photo by Andy Towle 

Mary Hansen explains how a mistakenly closed pressure valve caused an explosion that revealed 
her untested well was connected to the Mesa del Caballo water system. 

That report found other violations for the Mesa del well system that was under Brooke Utilities 
management until this year when JW Water Holdings purchased the company. The ADEQ 
inspector found three unidentified wells connected to the water system. Those wells included: 

Well no. 55-553798 (aka Mary’s well) registered to Savanhildur Jafetsdottir, her partner. 

The second was well 55-560-560398 registered to Patty Caldwell (Behm). 

The third was well 55-553798 registered to the US .  Geological Service, with coordinates that 
show it‘s located in the San Pedro water basin in Southeastern Arizona. 

The inspection also revealed several minor problems, like the lack of a turned-down vent on one 
w-ell and a well (55-80 1698) without its state well number posted. 

e 



Over the years, Brooke Utilities had listed some of these wells in reports to the ACC listing 
sources of drinking water for Mesa del, which means state law requires regular testing of the 
water. 

The Caldwell well did get tested regularly, said Behm, although she had no water sharing 
agreement with Brooke and wasn’t paid for the use of her water as far as she knew. 

Mary’s well never did show up under that number in any of Brooke filings with either ADEQ or 
the Arizona Corporation Commission, according to the records reviewed by the Roundup. 

The new owner of the water system, Jason Williamson, confirmed he received a certified letter 
from ADEQ on Aug. 12 listing several violations. Alleged violations include: 

Failing to receive approval from ADEQ before altering the existing water system 

Failure to request a permit to make changes that affected how the water is treated, its quality, 
the capacity of the system, distribution of the water and general performance of the system. 

The Roundup has secured the services of Rim Country Water Testing Co. run by Don Ascoli, a 
certified water operator (OP#O25325) in Rim Country. The company provides a complete array 
of water testing services, usually for private well owners. The state requires companies that sell 
water to test water monthly, but private well owners often don’t test their wells at all. 

Ascoli said Williamson was to have met with the ADEQ requests by Sept. 12 or face 
consequences. 

The Aug. 12 letter from ADEQ states Williamson could face civil penalties or the suspension or 
revocation of the company’s license. 

The Roundup asked Ascoli to test the water from Mary’s well. 

Ascoli’s tests confirmed that Hansen’s well is fiee of bacteria, nitrates and arsenic, the three 
most dangerous substances in drinking water from a well. 

Ascoli said ADEQ requires him to test the water systems he oversees every month. 

“If it’s a public water system, I and the owner of the system get a letter from ADEQ stating we 
are out of compliance if we don’t have test results in every month,” said Ascoli. 

When Ascoli heard of Brooke’s mislabeling of Mary’s well and other wells in the Mesa del 
system he said, “This is a nightmare.” 

Williamson said he and his company, JW Water Holdings are working to fix the issues, which all 
date back to before he bought the company. 



“We are well aware of the inspection report and the findings in the ADEQ notices and are 
working with ADEQ to resolve them in a timely manner,” Williamson wrote in an e-mail. “After 
we work through the process, we have confidence all of the outstanding issues will be addressed. 
We would like to stress that the water sources currently used in Mesa del Caballo are safe and 
Payson Water Company is currently abiding by all of the ADEQ sampling and testing 
protocols.” 

Shaffer wrote in an e-mail that ADEQ requires operators of water systems such as Mesa del’s to 
test for 100 different contaminants. 

The agency requires testing on various timelines depending on the quality of the system. 

If a water system has brown water, as has sometimes affected the Pine-Strawberry water system, 
ADEQ may require continuous testing. 

Other systems can only be required to test once a year for nitrates. 

For a list of requirements for testing see: http://www.azdeq.gov/ 
envirodwater/dw/download/dw- rules-pdf. 

ShafTer wrote that i fa  system needs to be on its Monitoring Assistance Program, a qualified 
contracted laboratory takes samples. If tests are needed for coliform, ADEQ requires a monthly 
test. In the case of turbidity or “mud in the water” the system must do tests once every three 
months. 

Brooke Utilities did file reports with ADEQ. They may be viewed at: 
http://azsdwis.azdeq.gov/DW W - EXT/index.jsp. Search under “Payson Water - Mesa del 
Caballo” 

But did Brooke Utilities report findings on the correct wells? At least in the case of Mary’s well, 
ADEQ has no test records. 
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Neighboring Communities May See Steep Rate Hike 

As of Tuesday. September 24.20 13 

Jason Williamson, manager of the Payson Water Company, wants the Arizona Corporation 
Commission (ACC) to give him permission to more than double water rates for more than 1,100 
Rim Country customers in several unincorporated communities. 

A Sept. 25 meeting 10 a.m. in the Com~nission~s Hearing Room No. 2 in Phoenix, the ACC will 
discuss increasing rates by about 1 18 percent for Mead Ranch, East Verde Estates, Flowing 
Springs, Geronimo EstatesElusive Acres, Mesa del Caballo, Whispering Pines and GiselaKonto 
Creek Shores. 

The Roundup will explore that rate increase request in a future article. 

But first, Williamson hopes to fix the Mesa del problem where residents have faced staggering 
increases in their water bills every summer due to ACC-approved water hauling charges when 
the system runs short of water. 

Williamson has asked for a hearing before the ACC tomorrow, Sept. 25 at 10 a.m. in the 
Commission’s offices located at 1200 W. Washington St., Hearing Room No. 2. The public can 
view the meeting online at: uui-w.azcc.~!ov then click on “Live Meeting Broadcast.” 

At the Wednesday hearing, Williamson will ask the ACC to let the company impose a $7.44- 
monthly charge on some 400 Mesa del residents to pay for a loan from the Water fiastructure 
Finance Authority (WIFA) so his company can immediately build a pipeline to the Town of 
Payson water system. “The Company is requesting expedited processing ‘so that it will be able to 
pursue an opportunity to build an interconnection between the Town of Payson and the 
Company’s Mesa del Caballo Water system,”’ writes ACC staff in a report fiom Sept. 18. “The 
Company anticipates completing construction by May 2014 if it obtains financing of $275,000 
before the end of the year.” 

The connection would eliminate the water hauling charges that have increased water bills 100 to 
400 percent the past several summers. 

Williamson would apply the $265,000 loan for the connection to the Payson water system 
against the full $1.2-plus-million it will cost to hook up the unincorporated subdivision to the 
C.C. Cragin/Blue Ridge Pipeline, said ACC staff in its report. 



ACC staffrecognizes Williamson has a timing issue. Unless he can find some sort of relief for 
Mesa del residents before the next set of dry summer months, he will have to truck in water 
again to keep the taps running. 

Neither Williamson nor the ACC want to see obnoxious water bills again - nor do Mesa del 
residents. 

“Consumer Services Staff has processed several informal complaints forwarded by the 
Commissioners office this summer regarding the high cost of MDC’s (Mesa del Caballo) Water 
Augmentation Surcharge,” wrote ACC staff in their report. “Several articles were written in the 
Payson Roundup this summer concerning the situation.” 

The idea is to hook up Mesa del with the pipeline the town is bdding to reach the not-yet-built 
C.C. Cragin/Blue Ridge water treatment plant off of Houston Mesa Road near Mesa del. 

Williamson told ACC staff he estimates it will cost $275,000 to complete the project. 

The ACC staff agrees with the estimate and does not anticipate a huge increase for Mesa del 
residents at first. 

“Approval of a WIFA Loan Surcharge mechanism that may result in a surcharge of $7.44 per 
month per MDC customer,” writes ACC staff. 

“A utility has an obligation to provide adequate services,” Jodi Jerich, executive director ACC, 
“(But) a water utility is entitled to fair and reasonable rates, (and) customers are entitled to fair 
and reasonable rates (too).” 

Jerich confirmed that providing adequate services means keeping the water or electricity running 
while charging reasonable rates. 

Jerich said ACC staff has done a cost benefit analysis to decide what is more reasonable, drilling 
a well that might or might not produce enough water to cover the needs of Mesa del, or hooking 
up to the C.C. Cragin pipeline - a guaranteed source of water that will permanently end the 
need for water hauling. 

The ACC hearing schedule shows additional time on the matter scheduled at 9:30 a.m., 
Thursday, Sept 26. 
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Kathleen M. Reidhead 

Phoenix, AZ 85044 
Telephone: 480-704-0261 

7sr3 14406 S. Cholla Canyon Dt. LL-L-. - 

k 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EWDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CONNECTION WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-03514A-13-0111, 

DOCKET NO: W-03514A-13-0142 

Kathleen M. Reidhead, "KMR", is an Intervener in the above-captioned matter. KMR is a long- 
standing residential customer served by the Public Service Utility Company, Payson Water Company, 
"PWC" or "Company", residing part-time within the physical boundaries of  the CC&N in the community 
of Deer Creek Village, "DCV", that is part of the former United Utilities system and has a vested interest 
in the ramifications of these proceedings. The system is also known as ADEQ's Public Water System 
number 04-064 (incorrectly identified as 04-030 in her Direct Testimony on 11/14/13). 

KMR notes that the Rebuttal Testimony submitted by PWC' ignores her Direct TestimonJ and 
only addresses the Direct Testimony by the Arizona Corporation Commission, ttACC"3. In rebuttal 

testimony, PWC addresses issues that will provide benefit t o  the Company, yet offers no response to  the 

Document #0000150385 submitted on December 6,2013. 
* Document #0000149527 submitted on November 14,2013. 

Documents #0000149555 submitted on November 15,2013 and #0000149600 submitted on November 19,2013. 
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numerous issues that have been raised by KMR and other ratepayers over the course of this rate case. 
KMR's specific request that cost of service studies be conducted for each of the eight communities was 
not answered in the Company's Rebuttal Testimony. Nor was a business plan and correlating budget to 
maintain and renovate each of the eight communities water systems submitted by PWC. KMR has 
observed that submissions of other Interveners in this case have gone unanswered as well. For 
example, a motion submitted by Bill Sheppard to take public comment in the Payson area4 has not been 
responded to. This does not foster an atmosphere of working together, which was a stated goal in 
KMR's Direct Testimon?. 

KMR opposes the request by PWC to consolidate rates for the former United Utilities and the 
former C & S System and Staffs agreement with that proposal6. Consolidation is discriminatory to 
ratepayers in Gisela and DCV, due to the fact that these two communities have abundant and stable 
water resources, unlike some of the other communities served by PWC. They should not be treated the 
same as the other water systems merely because it benefits the Company via administrative efficiencies. 
In fact, Giseia and DCV are located in an entirely different water basin than the other six communities 
served by PWC and as such, should be treated separately for ratemaking, based on different hydro- 
geological conditions that exist between the two separate water basins. Please refer to Exhibit KMR-1 
attached, relevant part of a report from the Arizona Department of Water Resources website, titled 
"Arizona Water Atlas - Volume 5", which is posted at the following link: 
http://www.azwater.gov/AzDWR/StatewidePlannin~wateratfas/CentralHighlands/de~uit.htm . This 
exhibit is Section 5.3 - Tonto Creek Basin of the complete report, which shows that DCV and Gisela are 
physically located within the Tonto Creek Basin. The other 6 communities of PWC are located within the 
Verde River Basin. This exhibit shows the geography, land ownership, climate and groundwater 
conditions, among other things, of the Tonto Creek Basin. It is documented in this report (see pages 
183-185) that a major aquifer runs directly through the area where DCV is located. DCV is physically 
located approximately 4 miles south of Rye and 2 miles north of the intersection of Rt. 87 and Rt. 188, 
on the eastern side of Rt. 87. The blue arrow on Figure 5.3-7 on page 185 indicates this to be an alluvial 
aquifer, which refers to a fine-grained fertile soil consisting of mud, silt, and sand deposited by flowing 
water. One source of well yield information, based on 51 reported wells, indicates that the median well 
yield in the Tonto Creek Basin is 120 gallons per minute (see page 183). It is clear throughout this report 
that water resources are abundant in the Tonto Creek Basin and that 97.5% of the land is federally 
owned and managed by the United States Forest Service with vast wilderness areas and only 2.4% of the 
land is private (see pages 169 and 170). Accordingly, very little demand is put on the underground 
water resources. It is estimated that water in storage underground for this basin ranges from 2.0 million 
acre-feet to 9.4 million acre-feet to a depth of 1,200 feet (see page 183). Groundwater use in the basin 
has been estimated to average between 2,000 to 4,000 acre-feet/year over the period from the 1970s 
until now (see pages 191-192), a mere fraction of a percentage of the water that exists in storage. As 
such, it would be discriminatory to impose a more stringen ture on the ratepayers in 
the Tonto Creek Basin than what is necessary, in violation o That would have the 

Document #0000149540 submitted on November 15,2013. 
Document #0000149527, Page 5, lines 15-17. 
Document #0000149555, Page 23 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 6 
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impact of placing an unfair financial burden on customers in those communities, driving them to 
conserve, with no benefit to anybody for those conserved resources. It would be entirely different if 
that water could be pumped uphill to help serve the other 6 communities that may have water supply 
deficiencies, but that is not likely a viable proposition and is not being sought by the Company. Please 
refer to Exhibits KMR-2 and KMR-3 to see the financial impact the Staff and PWC proposed rates would 
have on customers in these two communities. This proposal for consolidation and the proposed 
significant rate hikes is short sighted on the part of the Company. The potential unintended 
consequences (and risk to PWC) of imposing such significant rate hikes might be that more households 
decide to drill their own wells and disconnect service from PWC, especially in Gisela and DCV, where 
water is plentiful. Worse yet, those two communities may decide to take over their own water systems, 
as has happened in Star Valley/Quail Valley and Pine/Strawberry in recent years. A more reasonable 
approach would be to implement a rate structure that allows customers in these two communities to 
use as much water as they demand, hence ratemaking should be designed to allow for maximum 
consumption at very affordable costs. By that method, both PWC and i ts customers can maximize their 
benefit. This would also help improve the relationship between PWC and customers in those 
communities. This is an example of why separate rates for separate communities of PWC makes sense. 

KMR requests that DCV be released from the curtailment tariff authorized in Decision #67821 on 
Docket W-03514A-04-0906 and that the sign posted at the entrance to DCV showing water curtailment 
stages be removed, as DCV should never have been required to participate in a curtailment plan, based 
on the volume of water available in the underground aquifer a t  DCV. That should now be corrected. 

KMR has reviewed the Phase 2 rate increase proposals for PWC suggested by the Company and 
the ACC, and is rejecting both proposals for reasons discussed throughout this document, requesting 
instead that cost of service studies be conducted and separate rate proposals be made, as appropriate, 
for each of the eight separate communities served by PWC or by grouping communities with similar 
hydro-geology conditions and costs. It is widely perceived by the ratepayers that they are subsidizing 
the costs of other systems within PWC and there is evidence presented here to support that perception. 
Cost of service principles fairly dictate that those who use water services pay for them. And while cost 
of service is only one important criteria in determining rates, it is probably the most important criteria 
and, so far, it has not been brought into consideration in this case. 

In the Direct Testimony by Crystal S. Brown of the ACC, "Staff,  it is stated that a review of the 
Commission's records for the years 2010 to 2013 indicate that all complaints have been resolved and 
closed7. This is inaccurate, as two formal complaints filed in 2012 remain open and unresolved: 
W-03514A-12-0007 and W-03514A-12-0008. 

As previously noted by KMR in her Direct Testimony, there is a well established history of poor 
service and allegations of unlawful practices by PWC, which has created a public atmosphere of distrust 
towards the Company by the Ratepayers. Additional evidence is presented in the Staff Report to 
expand this atmosphere of distrust. It is documented that PWC gained $755,709 as a result of the 

Document ##0000149555, Page 3 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 
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condemnation sale of the Star Valley/Quail Valley water system'. Per Staff, that gain belongs to the 

Company', yet it appears that the money had been removed from the Company before Jason 
Wiliiamson became the new owner of the Company" on June 1,2013. It is shown on the original rate 
applicatior; that a Note Receivable was issued for $637,794.11 On supporting schedule E-3, that amoun; 
appears as a Receivable/Payable to Associated Company." KMR alleges that the removal of Company 

and requests the ACC take action pursuant to is a violation of the law, 

?@hap4 $Y -I2\1 6 r  YY-[2/2- 
4@ 15aa YI Yt€-!474 

The Company's Income Statement would look quite different if the money from the sale of the 
Star Valley/Quail Valley system had remained on the books of PWC. The value of the Company's 
retained earnings would be much higher and PWC would not be operating in a deficit financial 
condition, in fact. That money could have aided the renovation of some of its other aging and 
deteriorating systems or paid a good share of the MdC pipeline project. It is not just or reasonable for 
the ratepayers to pay, through higher rates, to correct the actions of a person who raided the coffers of 
PWC sometime prior to June 1, 2013. This completely altered the Test Year data, which significantly 
impacts the rate case. This is patently unfair to the ratepayers. They had already paid $488,308 
towards the Star Valley/Quail Valley plant cost, plus funded repair and maintenance expenses for that 
system while it was in service'' and entrusted PWC to safeguard that investment, which PWC did not, 
and now, because the money from the sale of that asset is missing, PWC is asking them to pay 
exorbitantly higher rates so that it can regain a sound financial condition. KMR has filed a Motion for 
Dis~overy'~ requesting Staff answer numerous questions on this subject an 

asserts that the Company is liable to the ratepayers for this loss, pursuant 
Accordingly, KMR requests the rate case be continued to  a later date until remedies for damages 
incurred as a result of this loss can be pursued and achieved. 

swers. KMR 

Since the former owner of PWC, Brooke Utilities Inc., "BUI", was under the management of Mr. 
Robert Hardcastle prior to June 1, 2013 when the removal of assets is alleged to have occurred, KMR is 
asking for a full disclosure about Mr. Jason Williamson's relationship to him. 
Discover+" asking Mr. Williamson to answer numerous questions on this subject and has received 
objections (to questions 1, 2,4, 5 and 6) and responses (to questions 3 and 6} ,  attached as Exhibit KMR- 

- 4. K M R  requests that the objections be overruled and Mr. Williamson be compelled to answer, as K M R  
did not ask the Company to answer, she asked for Mr. Jason Williamson, President of PWC, to answer. 
KMR asserts the information requested in her Motion for Discovery is highly relevant to the rate case, as 
Mr. Williamson has adopted and is supporting the rate application originally submitted by Mr. Robert 
Hardcastle. In light of the disclosure of missing assets, which significantly alters the fair value of the 

KMR filed a Motion for 

' The Stipulated Final Judgment in Condemnation was entered by the Gila County Superior Court on April 12,2012 
per Document #0000137243 on tne ACC Docket W-03514A-98-0084. 

Document #0000149555, Page 7 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 
Document #0000149555, Page 8 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 10 

.. 
-L Document #0000145511 filed on April 23, 2013, Schedule A-5 of Thomas Bourassa's testimony, page 1151279. 
li Document #0000145511 filed on April 23,2013, Schedule E-3 of Thomas Bourassa's testimony, page 165/279. 
.- 

Document #0000149758 filed on December 3,2013. i3 
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Company's utility property and impacts the setting of rates, it is important to know whether any 
collusion exists. 

Staff requested PWC provide source documentation to substantiate the cost of piant additions 
from the years 2000 to 2012, but PWC indicated that it was unable to provide invoices for plant 
expenditures prior to 2009 because it was unable to obtain them from the prior owner, which is a 
violation of Arizona Administrative Code R14-2-610, D.lI4. As suggested by Staff, a signed affidavit by 
the current owner "stating that it believes that the Company actually paid focthe unsupported pIant"l5 
is not an acceptable solution to the Company's violation of this rule. Per the affidavit of Jason 
Williamson16, it was the Company's prior owner, BUI, who maintained control over the records that Staff 
requested and that, "BUl's accounting practices were sound". If so, then the requested records can and 
should be produced. K M R  requests that the ACC execute its powers under Article 15, Section 4 of the 
Arizona Constitution to subpoena such records from the prior owner of BUI, Mr. Robert Hardcastle. She 
asks for strict adherence to Arizona Administrative Code R14-3-109 (J), which states in relevant part, 
"The Commission or presiding officer, may, however, require proof by evidence of the facts stipulated 
to, notwithstanding the stipulation of the parties". Strict adherence to the rules is clearly warranted in 
this case, as there are allegations of unethical activities on the part of the Company and/or i ts 
employees. Furthermore, per AAC R14-3-109 (K) in relevant part, "Rules of evidence before the 
Superior Court of the state of Arizona will be generally followed but may be relaxed in the discretion of 
the Commission or presiding officer when deviation from the technical rules of evidence will aid in 
ascertaining the facts". KMR asserts that any "deviation from the technical rules of evidence" in this 
case will not aid in ascertaining the facts, but will, in fact, hide and distort the facts of the case. Until 
the evidence is produced, no adjustments to Contributions In Aid of Construction, "CIAC" or 
amortization of CIAC for unsupported plant costs should be allowed. 

The Arizona Administrative Code R14-3-109 (A) was violated during the Phase 1 portion of this 
case in order to expedite financing approval for a WlFA loan for an interconnection pipeline project for 
Mesa del Caballo, "MdC". That violation has led to a Decision in the Phase 1 portion of this case that has 
encumbered PWC (and by relation, it's ratepayers) with debt that will take 20 years to pay for. KMR 
asserts that the expedited nature of Phase 1 unfairly advantaged PWC and disadvantaged ratepayers. 
Decision #74175 was issued on October 25,2013, which granted financing approval of $275,000 for an 
interconnection pipeline project after an expedited examination of evidence in the case, despite loud 
and clear opposition by many ratepayers. Perhaps a different decision would have been reached if a 
closer examination of the facts had been achieved. -e, PWC's water augmentation costs ar57 
reported to be $2,438'' for the test year 2012. It is not rational to construct an interconnection 
pipeline (to be used for only two or three years), a t  a cost of $275,000 in order to avoid water 
augmentation charges that are significantly lower. The Company's costs of $2,438 per year x 3 ~ , 1  
amounts to less than 3% of the cost of the interconnect pipelin 

c 

Although the violation of that rule was 

~_____ 

Document #0000149555, Page 9 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 
Document #0000149555, Page 10 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 
Document #0000150385, Exhibit JW-R82, Affidavit of Jason Williamson, Page 1. 
Document #0000149555, Page 20 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst V. 
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stated to  have been made in order to  preemptively save MdC customers from high summer water bills 

over the next 2 or 3 summers, it must be clarified that this relief will be only in the short-term (for the 
next 2 or 3 years use of the pipeline interconnection). They will be required to pay for that short-term 

relief for the next 2G years. Over the course of the 20-year loan, MdC ratepayers will pay significantly 
more than they likely would have paid for the next 3 years of water hauling charges - see Exhibit KMR-5. 
Addjt~cnal~y, ifJwhen the remaining portion of the Cragin pipeline project is authorized in Phase 2, they 
will then suffer significantly higher year round water bills and there is no guarantee that they won't st i l l  
have to pay additional water hauling charges during peak summer shortage periods18. See Exhibit 
KMR-6 to see the financial impact the Staff and PWC proposed rates would have on customers in this 
community. Furthermore, KMR was dismayed to learn that PWC is spending "tens of thousands of 
extra dollars in expedited Commission proceedings. Because building the interconnection as soon as 
possible is the best thing fw the Company and its customers'119. KMR refutes that this decision is the 
best thing for its customers, based on her analysis in Exhibit KMR-5. Accordingly, strict adherence to the 
rules is requested by K M R  in all future examination of the evidence in this case. Any additional 
violations t o  the Arizona Administrative Code Rules will be viewed as egregious, particularly in light of 
the evidence of unscrupulous activity by PWC that has been revealed in the record of this case. 

It is also noted in the Staff Report that a t  the beginning of the test year, PWC was composed of 
eight separate water systems2'. This is inaccurate, as PWC was actually composed of nine separate 
water systems at  the beginning of the test year until the Star Valley/Quail Valley system was sold in a 
condemnation sale on April 12, 201221. After that, PWC was composed of eight water systems, 
specifically Mesa del Caballo, Mead's Ranch, East Verde Estates, Flowing Springs, Geronimo 
Estates/EIusive Acres, Whispering Pines, Gisela/Tonto Creek Shores and Deer Creek Village, yet the 
accounting for the eight/nine water systems was recorded using only one accounting system and one 
chart of accounts by PWC. This is particularly troubling, since there were a t  least two separate rate 
structures in place and nine separate plants in service during the first part of the Test Year and eight 
separate plants in service during the other part of the Test Year. As such, Staff had to do some fancy 
calculations to come up with recommendations for plausible CIAC, which caused adjustments to the 
rate base. Throughout Staffs audit of the Company's accounting figures, there were adjustments made 
to Operating Income, Salaries and Wages, Contractual Services Expense, Corporate Office Allocations 
and removal of costs incurred by the prior owner while exploring the possibility of purchasing another 
water company. in addition, Staff had to adjust depreciation expenses, income tax expenses and sales 
taxes. It is clear throughout this testimony that inaccurate and/or misleading accounting figures had 
been submitted by PWC in the filing of this case, despite the Affidavit of Jason Williamson stating "that 
BUl's accounting practices were sound"". As such, it seems reasonable, and K M R  requests that the ACC 

orders PWC, pursuant tdA.R.S. 945-221; to  record the accounting for each separate water system, with 

l8 Per the testimony of Jason Williamson at the Phase 1 Hearing on September 25,2013, from 04:09:30 through 
04:12:20 of the video archive. 
l9 Per the Responsive Testimony of Jason Williamson, Document #0000148449, Page 4 lines 22-25. 

Document 80000149555, Page 11 of the Direct Testimony of Crystal S. Brown, Public Utilities Analyst U. 
The Stipulated Fizal Judgment in Condemnation was entered by the Gila County Superior Court on Aprii 12,2012 

See Document #0000150385, Exhibit JW-RB2, Page 1 of the Affidavit of Jason Williamson. 
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per Document #0000137243 on the ACC Docket W-03514A-98-0084. 
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eight separate chart of accounts from this point forward. Otherwise, it is possible that a similar situation 

may occur again in the future if/when PWC no longer owns one or more of these current water systems. 
The ratepayers deserve accurate and honest reporting of all accounting by PWC, especially in light of the 
high level of distrust that already exists. Any future occurrences of similar "fuzzy math" will be seen as 
egregious, in light of these discrepancies that are documented in the record of this case. Further, a high 
level of accounting transparency will aid the ratepayers in establishing trust. Accordingly, it should be 
ordered that all normal components of a company's cost of service for each community be tracked 
separately. Since these eight communities are separated by great distances and some have different 
hydro-geology conditions, it is common that residefits of one community would not be aware of costly 
expenditures, such as water hauling exercises, infrastructure improvements or other maintenance 
improvements that are being made in any of the other communities. Hence, PWC stands the risk of 
alarming ratepayers a t  each future rate case, as it did in this one. Separate accounting for each 
community can easily show cost of service and provide clear evidence that PWC is establishing "just and 
reasonable rates" as required by 

Throughout this rate case, ratepayers from the seven communities outside of the MdC 
community have expressed strong and dear opposition to paying for any portion of the Cragin pipeline 
project being proposed for MdC . At the October 15,2013 ACC Open Meeting, Commissioner Brenda 
Burns asked Judge Dwight Nodes for clarification on whether the decision in Phase 1 will set in motion 
an impact on other ratepayers of PWC in the future23? Judge Nodes states in his response (in part), "the 
order clearly reflects that nothing in Phase 1 or Phase 2 regarding this project is going to be imposed on 
anyone other than the MdC customers, that was the testimony a t  the hearing, there is not one bit of 
record evidence anywhere that indicates anyone other than the MdC customers will ever pay anything 
for the Cragin pipeline in either Phase 1 or Phase 2.''24 The Commissioners voted 5-0 in favor of 
adopting the recommended Phase 1 Order prepared by Judge Nodes after this strong clarification was 
given. Accordingly, K M R  expects the ACC to honor that intention fully ... that only the ratepayers of MdC 
be expected to pay for any of the costs relating to the Cragin pipeline project or i ts financing 
requirements. That would include a requirement from the Phase 1 Decision #74175 issued on October 
25, 2013 in this case, which indicates that the Phase 2 permanent rate case must result in a debt service 
coverage, "DSC", of 1.2 or greater, as PWC needs that DSC for the resulting WIFA loan approval for the 
MdC pipeline project. KMR asserts that it would be unjust for the ratepayers of the other seven outlying 
communities to pay higher rates, simply to achieve that DSC, without any new benefit coming to them. 
Accordingly, higher rates made solely to achieve that DSC should be borne solelv by the ratepayers in 
MdC, since the ratepayers of MdC will be the only ones that will benefit from the pipeline project being 
proposed and funded via that WlFA loan. Therefore, it is unacceptable that there is only one proposal 
from PWIC and Staff to consolidate the rates of all eight communities, when we should expect to see 
least two separate proposals, one for the other 7 communities that is aligned with actual costs of service 
(and provides credible assurance that they are not paying for any costs associated with the MdC pipeline 
project or i ts financing requirements), and me showing the proposed rates for MdC that then strives to 

achieve that DSC of 1.2 or greater, independent of the other communities. It is unacceptable to ask the 

ACC Open Meeting on October 16, 2013, Item 33, beginning a t  00:09:54 of the video archive. 
ACC Open Meeting on October 16, 2013, Item 33, from 00:12:40 through 00:13:25 of the video archive. 
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ratepayers from all eight communities t o  pay higher rates simply to  help PWC meet the DSC of 1.2 or 
greater to qualify for financing for the MdC pipeline project. This single proposal is evidence that 
supports the widely perceived notion by ratepayers that they are subsidizing the costs of other systems 

within PWC. KMR asserts that a single proposal for consolidated rates in this case is unjust and 

unreasonable, which is prohibited by 

Attached as Exhibit KMR-7 is a summary of the current consolidated rate increase proposals 
offered by both Company and Staff. This analysis shows the percentage increases, as calculated for the 
most commw 518 x 3f4 inch and 3/4 inch residentia! meter customers, for both Base Rate and 
Commodity Rates. These increases are significant, especially in the Staff recommendation for the 
Commodity Rates for ratepayers in the former C & S System, ranging from 170% to 509% higher than 
the current rate for comparable usage. The Company's Rebuttal proposal25 is even more aggressive, 
with Commodity Rates for ratepayers in the former C & S System ranging from 299% to 518% higher 
than the current rate for comparable usage. No justification is offered by the ACC or PWC for this 
exorbitant level of increase, but it can be concluded that the ratepayers are being asked to reinstate 
operating income lost due to  the condemnation sale of the Star Valley/Quail Valley system and the loss 
of a $755,709 gain on that sale that vanished from the Company's accounts sometime between April 
2012 and June 2013. By way of the consolidation proposal, ratepayers in the former C & S System are 
being asked to pay a larger percentage than the ratepayers in the former United Utilities System, which 
is discriminatory to those ratepayers and should, therefore, be denied, pursuant to 
former C & S System is comprised of Gisela and Tonto Creek Shores, not DCV, as was incorrectly stated 
on the Public Notice26 issued in this case. 

The 

At  the Direct Testimony of Jian Liu, Utilities Engineer - Water/Wastewater in the Utilities 
Division of the ACC, Mr. Liu states that an ADEQ report noted significant violations in the MdC 
Also noted in his testimony is an ADWR report that shows PWC is not in compliance with departmental 
requirements governing water providers and/or community water systems'.'f<MR has filed a Motion 
for Discovery requesting Staff provide a copy of these ADEQ and ADWR compliance status reports and 

has received them. K M R  asks that no decision is rendered in this case until it can be shown that PWC 
has achieved compliance with both ADEQ and ADWR requirements. 

It is also noted in the Engineering section of the Staff Report that PWC is not located in any 
Active Management Area, "AMA", and therefore PWC is not subject to ADWR AMA reporting and 
conservation requirements2*. It is unreasonable, therefore, to  impose "conservation" type of rates (a 

tiered structure) on any of these rural communities, without just cause. The communities of Gisela and 
DCV are a t  a much lower elevation than the other six communities, which means that seasonal daily 
temperatures can be significantly hotter there. Please refer to Exhibit KMR-8 for documentation 
showing the elevation of each of these eight communities. Consumers in the communities of Gisela and 

25 See Document #0#00150385, Rebuttal Testimony of Thomas J. Bourassa, pages 13 & 14. 
See Document #0000149527, Direct Testimony of Kathleen M. Reidhead, page 2, lines 11-22. 
See Document #0000149555, Page 13 of the Engineering Report by Jian Liu, Utilities Engineer. 
See Document #0000149555, Direct Testimony of Jian W. Liu, Utilities Engineer, Page 4, lines 5-9. 
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DCV exhibit higher water usage patterns, as noted on Page 11 of the Engineering Report, than 
consumers in the other 6 communities, which can reasonably be attributed to different weather 
conditions as well as abundant water resources23. Based on this evidence, it would be discriminatory to 
impose conservation rates on these 2 communities. The current rate proposals should, therefore, be 
denied, pursuant to 

It is noted that the ACC has not ruled on a Motion for intervention filed by Gfynn Ross of 
Gisela3'. KMR requests that Judge Nodes rule on that request without further delay. As a member of 
the class of ratepayers from the former C & S System, Glynn Ross has much a t  stake with the 
consolidation of rates being proposed. Therefore, Glynn Ross should be granted his legal right to 
participate as an Intervener, as requested in his timely filed Application for Intervention. 

Lastly, KMR attaches her water bill for her Phoenix home as Exhibit KMR-9 to show that for the 
period of 10/8/2013 through 11/7/2013, her 2-person household consumed 10,472 gallons of water 
with no "conservation" type of restrictions being imposed. It is shown on the water usage chart that 
usage was a t  or above 20,000 gallons/month for 3 months last year because her household uses water 
without restraint. She enjoys a swimming pool and grass and beautiful plants and trees in the yard, 
which are all important elements in the quality of her life. While intrinsic value may be difficult to 
quantify, it should also be afforded consideration in this matter. She asks that the people of Gisela and 
DCV are shown similar consideration for quality of their lifestyle, where water should be delivered a t  

very low rates, as there is no scarcity of water in those communities. 

KMR requests a continuance in this case until such time that the following can be accomplished: 
1) Full cost of service studies be conducted for each of the eight communities and new proposals be 
made for rates based, in part, on results of these studies 2) Business plan and budget to renovate each 
water system be submitted by PWC 3) Investigation into the missing $755,709 Company owned asset 
from the condemnation sale of the Star Valley/Quail Valley water system be conducted and that asset 
be returned to the Company 4) Subpoena source documentation from BUI to substantiate the cost of 
plant additions claimed during the years 2000 to 2012 5) Acquire compliance certifications from ADEQ 
and ADWR 6 )  Public comment be taken in the Payson area, as requested by Intervener Bill Sheppard 
and 7) Curtailment tariff be modified to remove DCV. 

Respectfully submitted this 20th day of December, 2013. 

BY 
Kathleen M. Reidhead, Intervener 
14406 5. Cholla Canyon Dr. 
Phoenix, A2 85044 

See Exhibit KMR-1  attached. 
Document #0000149163 submitted on October 29,2013. 
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Arizona Water Atlas 
Volume 5 

5.3.1 Geography of the Tonto Creek Basin 

The Tonto Creek Basin, located in the east central part of the planning area is 955 square miles 
in area. Geographic features and principal communities are shown on Figure 5.3-1. The basin 
is characterized by mid-elevation mountain ranges. Vegetation types include Arizona uplands 
Sonoran desertscrub, semi-desert grassland, interior chaparral, Great Basin conifer and madrean 
evergreen woodlands and montane conifer forests. (see Figure 5.0-10) Riparian vegetation is found 
along streams including mixed broadleaf, tamarisk and mesquite along Tonto Creek. 

Principal geographic features shown on Figure 5.3-1 are: 
o Tonto Creek m i n g  north to south through the center of the basin from Kohls Ranch 

and exiting the basin about eight miles south of Punkin Center 
o Rye Creek flowing through Rye in the western portion of the basin 
o Spring Creek and Hayler Creek flowing from the eastern basin boundary to Tonto 

Creek 
o Tonto Basin located in the south central part of the basin along Tonto Creek 
o Mogollon Rim along the northern basin boundary and the Sierra Ancha Mountains (not 

labeled on the map) along the eastern boundary 
o Mazatzal Mountains along the western boundary, which contain the highest point in the 

basin, Mazatzal Peak at 7,888 feet 
o The lowest point in the basin is about 5,000 feet along Tonto Creek where it exits the 

basin 
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5.3.2 Land Ownership in the Tonto Creek Basin 

Land ownership, including the percentage of ownership by category, for the Tonto Creek Basin is 
shown in Figure 5.3-2. The principal feature of land ownership in this basin is the large amount of 
forest service land. A description of land ownership data sources and methods is found in Volume 
1, Appendix A. More detailed information on protected areas is found in Section 5.0.4. Land 
ownership categories are discussed below in the order from largest to smallest percentage in the 
basin. 

National Forest 
0 

0 

0 

0 

0 

97.5% of the land is federally owned and managed by the United States Forest Service 
(USFS); the largest percentage of any basin in the planning area. 
Forest lands in the basin are part of the Tonto National Forest. 
The basin contains two wilderness areas, a portion of the 250,053-acre Mazatzal Wilderness 
and the entire 37,399-acre Hellsgate Wilderness. (see Figure 5.0-13) 
There are numerous small private in-holdings. 
Land uses include recreation, grazing and timber production. 

Private 
0 2.4% of the land is private. 

Small in-holdings of private land are scattered throughout the basin with a number of larger 
parcels in the vicinity of Punkin Center and Star Valley. 
Land uses include domestic, commercial and ranching. 

Indian Reservation 
0.1% of the land is under ownership of the Tonto Apache tribe, located southwest of Star 
Valley. 
Land use includes domestic and ranching. 

0 

0 
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5.3.3 Climate of the Tonto Creek Basin 

Climate data from N O M S  Co-op Network and SNOTEL/Snowcourse stations are compiled 
in Table 5.3-1 and the locations are shown on Figure 5.3-3. Figure 5.3-3 also shows precipitation 
contour data from the Spatial Climate Analysis Service (SCAS) at Oregon State University. 
The Tonto Creek Basin does not contain Evaporation Pan or AZMET stations. More detailed 
information on climate in the planning area is found in Section 5.0.3. A description of the climate 
data sources and methods is found in Volume 1, Appendix A. 

NOAA/NWS Co-op Network 
0 Refer to Table 5.3-1A 

There are three NOAA/NWS Co-op network climate stations in the basin. The average 
monthly maximum temperature occurs in July at all stations and ranges between 863°F 
at Reno R.S. and 81.9"F at Gisela. The average monthly minimum temperature occurs in 
January or December and ranges between 403°F at Gisela and 45.3"F at Punkin Center. 
Highest average seasonal rainfall occurs in the winter (January - March) and fall (October- 
December). For the period of record used, the highest annual rainfall is 19.77 inches at 
Reno R.S. and the lowest is 18.23 inches at Punkin Center. 

SNOTEL/Snowcourse 
Refer to Table 5.3-ID 

0 

0 

There are two stations in this basin, Promontory Butte and Promontory (SNOTEL). The 
Promontory Butte station was discontinued in 1989. 
Both stations are at an elevation of 7,930 feet and record highest average snowpack in 

The highest average snowpack at Promontory Butte is 15.1 inches and at Promontory 
(SNOTEL) is 13.8 inches. 

April. 
0 

SCAS Precipitation Data 
See Figure 5.3-3 
Additional precipitation data shows rainfall as high as 38 inches on the northern basin 
boundary at the Mogollon Rim and as low as 14 inches on the southern basin boundary 
south of Punkin Center. 
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Table 5.3-1 Climate Data for the Tonto Creek Basin 
A. NOAPjNWS Co-op Network: 

statton Name 

I' 

Notes: 
A./erage ferncerature for period cf record shown; average precipit&ov h r n  I W - 2 0 C G  

B. Evaporation Pan: 

None n 
C. AZMET: 

Ncne il 

D. SNQTEUSnowcourso: 
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Mfeteorologicai stati 
“. tci fx  %‘W 

IJRCS 
- Precipitation Contour 

COUNTY 

City Town or Place 

4RIWNA m A R T W N T  Tonto Creek Basin 
Meteorological Stations Major Road 

(x WATER 
RESmmcF* 

and Annual Precipitation Preciprtabon Data Source: Oregon State 
University, 1998 

Average Annual 
Precipitation 
(lssl-lsso) 

inches per year 
14-16 
$6-18 
18-20 

20-22 

22-24 

24-26 
26-28 
28-30 
30-32 

32-34 

34-36 

36-38 
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5.3.4 Surface Water Conditions in the Tonto Creek Basin 

Streamflow data, including average seasonal flow, average annual flow and other information is 
shown in Table 5.3-2. Flood ALERT equipment in the basin is shown in Table 5.3-3. Reservoir 
and stockpond data, including maximum storage or maximum surface area, are shown in Table 
5.3-4. The location of streamflow gages identsed by USGS number, flood ALERT equipment 
and USGS runoff contours are shown on Figure 5.3-5. Descriptions of stream, reservoir and 
stockpond data sources and methods are found in Volume 1, Appendix A. 

Streamflow Data 
Refer to Table 5.3-2. 
Data from four stations located on two watercourses are shown in the table and on Figure 
5.3-5. 
The average seasonal flow at all stations is highest in the winter (January-March) and 
lowest in the summer (July-September). 
The largest annual flow recorded is 469,256 acre-feet in 1978 at the Tonto Creek above Gun 
Creek near Roosevelt station and the smallest is 1,245 acre-feet in 1971 at the Rye Creek 
near Gisela station. For a hydrograph of Tonto Creek above Gun Creek near Roosevelt 
station from 1941-2008 see Figure 5.3-4. 

Flood ALERT Equipment 
Refer to Table 5.3-3. 
As of October 2005 there were nine stations in the basin. 

Reservoirs and Stockponds 
Refer to Table 5.3-4. 
The basin does not contain any large reservoirs. 
Surface water is stored or could be stored in one small reservoir in the basin. 
There are 389 registered stockponds in this basin. 

Runoff Contour 
Refer to Figure 5.3-5. 
Average annual runoff is two inches per year, or 106.6 acre-feet per square mile, in the 
southern tip of the basin and increases to five inches per year, or 266.5 acre-feet per square 
mile, in the northern portion of the basin. 
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Figure 5.3-4 Annual Flows (acre-feet) at Tonto Creek above Gun Creek near 
Roosevelt, water years 1941 -2008 (Station #9499000) 
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Table 5.34 Reservoirs and Stockponds in the Tonto Creek Basin 

None identified by ADWR at this tme 

A. Large Reservoirs (500 acre-feet capacity and greater) 

I None identified by ADWR at this time 

Source: Compilation d databases from ADWR & others 

C. Small Reservoirs (greater than 15 acre-feet and less than 500 acre-feet capacity) 
Total number: 1 
Total maximum storage: 20 acre-feet 

D. Other Small Reservoirs (between 5 and 50 acres surface area) 
Total number: 0 
Total surface area: 0 acres 

E. Stockponds (up to 15 acre-feet capacity) 
Total number: 389 {from water right filings) 
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Stream Data Source: ALRIS. 2005b 

#2- 
USGS Annual Runoff Contour 
for 1951-1980 (in inches) 0 3 6 

i 
Stream Channel (width of line .Elpl, 

8 
reflects stream order) 

USGS Gage & Station ID 
8 

SS9 h o d  ALERT Equip & Station 1D 

COUNTY Figure 5.3-5 
* Tonto Creek Basin Mapr Road # 

Surface Water Conditions city Town or mace e 
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5.3.5 Perennialhtennittent Streams and Major Springs in the Tonto Creek Basin 

Major and minor springs with discharge rates and date of measurement, and the total number of 
springs in the basin are shown in Table 5.3-5. The locations of major springs and perennial and 
intermittent streams are shown on Figure 5.3-6. Descriptions of data sources and methods for 
intermittent and perennial reaches and springs are found in Volume 1, Appendix A. 

Perennial streams in this basin include Tonto Creek, Haigler Creek, Spring Creek, Dell Shay 
Creek, Houston Creek, Christopher Creek and Greenback Creek. 
There are numerous intermittent streams located throughout the basin. 
There are 10 major springs with a measured discharge of 10 gallons per minute ( e m )  or 
greater at any time. The largest discharge rate is 1,29 1 gpm at Tonto spring. 
Springs with measured discharge of 1 to 10 gpm are not mapped but coordinates are given 
in Table 5.3-5B. There are seven minor springs identified in this basin. 
Listed discharge rates may not be indicative of current conditions. Only six springs have 
measured discharges in the past decade. 
The total number of springs, regardless of discharge, identified by the USGS vasies from 
169 to 175, depending on the database reference. 
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5 Nappa 3421 18 111011 1 

i 6  Henturkey2 342037 1 1 10541 

Table 5.3-5 Springs in the Tonto Creek Basin 

Ailenbaugh 341 620 

Turkey-south 341 356 

A. Major Springs ( I O  gpm or greater): 

4i13!2001 1 105353 8? 

1 ? 11752 5" 5/?4/1952 

1 Tonto 3423 12 1110541 

R-C 343823 ii103~1 

Blue-south 

Bear Flab' 
Columbine 

Winters # 1 

Horton I 342217 1110333 

II 4 I See f 342108 I 1110039 

ll 
It 

I 341 007 1 1 11 943 4 511 4 < 952 

341716 1110357 4 711 6il975 

342233 1 I13634 1 511 611 952 

11  11031 

Winters ## 3 ~~M~~ ~ ~~~Vl~~~ 
Unnamedz 342043 1 1 10054 

I I 

~ 

j Indian Gardens 

392 I I01212002 

84 I Dunng or prior to 2002 

1 O/'I 711 952 

1012011 952 

During or prior to 2002 : 511 611 952 

B. Minor Springs (1 to 10 gpm): 

During or prior to 2001 

Winters # 2 342233 I1 10634 1 During or prior to 1952 

Sobrce Zornmlatiov d databases irom ACWR & Zthers 

C. Total number of springs, regardless of discharge, identified by USGS 
(see ALR!S, 2005a and LISGS, 20063): 163 tc ?75 

%des: 
'Mast :ecen: Teasuremert identified by A3WR 
'Spring is not disdayed on current dSGS ropo maps 
3Discharge measurements vary Showr7 is grnatest measured discharge 

nos; recent measurement 1 gpm 
nveraye $lrr! 
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5.3.6 Groundwater Conditions of the Tonto Creek Basin 

Major aquifers, well yields, estimated natural recharge, estimated water in storage, number of 
index wells and date of last water-level sweep are shown in Table 5.3-6. Figure 5.3-7 shows aquifer 
flow direction and water-level change between 1990-1991 and 2003-2004. Figure 5.3-8 contains 
hydrographs for selected wells shown on Figure 5.3-7. Figure 5.3-9 shows well yields in five yield 
categories. A description of aquifer data sources and methods as well as well data sources and 
methods, including water-level changes and well yields are found in Volume 1, Appendix A. 

Major Aquifers 

0 

0 

0 

Refer to Tabie 5.3-6 and Figure 5.3-7. 
The major aquifers in the basin are basin fill and sedimentary rock (C and R aquifers). 
Most of the basin geology consists of consolidated crystalline and sedimentary rocks. 
Flow direction is generally from the north to the south. 

Well Yields 
0 

0 

0 

Refer to Table 5.3-6 and Figure 5.3-9. 
As shown on Figure 5.3-9, well yields in this basin range from less than 100 gallons per 
minute (gpm) to greater than 2,000 gpm. 
One source of well yield information, based on 5 1 reported wells, indicates that the median 
well yield in this basin is 120 gpm. 
The highest well yields in the basin are located along Highway 188 north of Punkin 
Center. 

Natural Recharge 
0 Refer to Table 5.3-6. 
0 Natural recharge estimates for this basin range from 17,000 acre-feet per year ( M A )  to 

37,000 AFA. 

Recharge Sites 
0 Refer to Figure 5.3-7. 

There is one permitted recharge facility in this basin, ADOT-Payson (permit no. 71- 
579155.0001), that recharges surface water to the aquifer. 
Under the permit the facility’s maximum annual storage is 150 acre-feet. 0 

Water in Storage 
0 Refer to Table 5.3-6. 
0 Storage estimates for this basin range from 2.0 million acre-feet (maf) to 9.4 maf to a depth 

of 1,200 feet. 

Water Level 
0 

0 

Refer to Figure 5.3-7. Water levels are shown for wells measured in 2003-2004. 
The Department annually measures 13 index wells in this basin. Hydrographs for three of 
these wells are shown in Figure 5.3-8. 
There is one ADWR automated water-level recording device in this basin located near Star 0 
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Table 5.3-6 
Basin Area, in square miles: 

Major Aquifer&): 

Well Yields, in gallmin: 

Estimated Natural Recharge, in 
acre-feetlyear: 

Estimated Water Currently in 
Storage, in acre-feet: 

Current Number of Index Wells: 
Date of Last Water-level Sweep: 

' Predevelopment Estimate 

Valley. 
These data show the deepest recorded water level in the basin is 106 feet east of Kohls 
Ranch and the shallowest is 14 feet near punkin Center. 

Groundwater Data for the Tonto Creek Basin 
955 

Name andlor Geologic Units 

Basin 

Sedimentary Rock (C and R Aquifers) 

Measured by ADWR (GWSI) and/or 
USGS 

Reported on registration forms for 
large (>I 0-inch) diameter wells 

N/A 

Range 52,200 
Median 120 

(51 wells reported) (Wells55) . 

Range 10-50 ADWR (1 990) 

Range 0-500 Anning and Duet (1 994) 

17,000 ADWR ( I  994b) 

37,000 Freethey and Anderson (1 986) 

3,000,000 (to 1,200 feet) ADWR (1994b) 

9,400,000 (to 1,200 feet) ADWR (1 992) 

2,000,000' (to I ,200 feet) Freethey and Anderson (1 986) 

13 
2008 (216 wells measured) 
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Figure 5.3-8 
Tonto Creek Basin 

Hydrographs Showing Depth to Water in Selected Wells 
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5.3.7 Water Quality of the Tonto Creek Basin 

Wells, springs and mine sites with parameter concentrations that have equaled or exceeded drinking 
water standard(s), including location and parameter(s) are shown in Table 5.3-7A. Impaired lakes 
and streams with site type, name, length of impaired reach, area of impaired lake, designated use 
standard and parameter(s) exceeded is shown in Table 5.3-7B. Figure 5.3-10 shows the location of 
water quality occurrences keyed to Table 5.3-7. All cornunity water systems are regulated under 
the Safe Drinking Water Act and treat water supplies to meet drinking water standards. Not all 
parameters were measured at all sites; selective sampling for particular constituents is common. A 
description of water quality data sources and methods is found in Volume 1,  Appendix A. 

Well, Mine or Spring sites that have equaled or exceeded drinking water standards (DWS) 
Refer to Table 5.3-7A. 
Nine sites have parameter concentrations that have equaled or exceeded drinking water 
standards 
Standards equaled or exceeded in this basin include arsenic, nitrate, beryllium, radionuclides 
and organic compounds. 

Lakes and Streams with impaired waters 
Refer to Table 5.3-7B. 
Water quality standards were equaled or exceeded in three stream reaches on two streams. 
The standard exceeded in all reaches was E. coli. The two reaches on Tonto Creek also 
exceeded the standard for nitrogen. 
All three impaired reaches are part of the ADEQ water quality improvement effort called 
the Total Maximum Daily Load (TMDL) program. The final TMDL reports for the streams 
have been completed and draft implementation plans are available for the two reaches on 
Tonto Creek. 
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Table 53-7 Water Quality Exceedences in the Tonto Creek Basin' 

Source: Compilation of databases from ADWR 8 others 

5. Lake 

Wap Key 

- 
a 

b 

C 

ource' ADE 

and Streams 

Christopher Creek 

Tonto Creek) 
Stream (headwaters to 

Tonto Creek I (headwaters to 
unnamed tributaq I latitude 342810, 

Stream 

longitude 
-1 110414) 

Tonto Creek 
(unnamed 

tributary latitude 
341820, lonqitude Stream I 

-1 1 IO41 4 to 

2C05d 

8 

8 

9 

NA 

NA 

NA 

FBC 

A&W, FBC 

Ab'W. FBC 

E. coli 

E. coli, N ,  DO 

E. coli, N 

Notes: 

*As = Arsenic 
Water quality samples taken from 1979 to 2002 

Be = Beryllium 
DO = Dissolved Oxygen 
N = Nitrogen 
NGS - Ndiatc: 
Organics = One or more of several volatile and semi-voiatile organic compounds and nesticides 
Rad = 3ve or more ot the following radionuclides - Gross Alppa Gross Beta, Radium and Uranium 
ABW = Aquatic and Wlldlife 
FBC = Full Body Contact 

I\rA = hot Applicabie 
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5.3.8 Cultural Water Demand in the Tonto Creek Basin 

Cultural water demand data including population, number of wells and the average well pumpage 
and surface water diversions by the municipal, industrial and agricultural sectors are shown in 
Table 5.3-8. Effluent generation including facility ownership, location, population served and not 
served, volume treated, disposal method and treatment level is shown in Table 5.3-9. Figure 5.3- 
11 shows the location of demand centers. A description of cultural water demand data sources and 
methods is found in Volume 1, Appendix A. More detailed information on cultural water demand 
is found in Section 5.0.7. 

Cultural Water Demand 
Refer to Table 5.3-8 and Figure 5.3-11. 
Population in this basin has increased from 1,934 in 1980 to 7,975 in 2000. 
Groundwater use has fluctuated from a low of 2,000 AFA in the 1970s to an average of 
4,000 AFA from 1986- 1990. During 200 1-2005 the average annual groundwater demand 
was 3,050 AFA. 
Municipal groundwater use has increased from an average of 1,600 AFA in 199 1 - 1995 to 
2,400 AFA in 200 1-2005. 
There was no reported industrial groundwater use in 1991-1995. In 2001-2005, industrial 
demand was less than 300 AFA. 
Groundwater demand for irrigation was less than 1,000 AFA during 199 1-2005. 
Information on surface water diversions is not available from 197 1- 1990. From 199 1-2005, 
1,000 AFA was used for irrigation. 
Municipal and industrial demand is principally found in the vicinity of Payson and Star 
Valley with smaller demand centers scattered along State Highways 188 and 260 as well as 
east of Rye. 
A small amount of agriculture is located east of Rye and in T9N, R1 OE. 
There is one small mine or quarry in this basin along Highway 87 south of Payson. 
As of 2005 there were 1,948 registered wells with a pumping capacity of less than or equal 
to 35 gpm and 280 wells with a pumping capacity of more than 35 gpm. 

Effluent Generation 
Refer to Table 5.3-9. 
There are three wastewater treatment facilities in this basin. Data on population served, 
volume treated and disposal method was only available for one facility. This facility serves 
approximately 100 people, generates 13 acre-feet of effluent each year and discharges to 
Houston Creek. 
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5.3.9 Water Adequacy Determinations in the Tonto Creek Basin 

Water adequacy determination information including the subdivision name, location, number of 
lots, adequacy determination, reason for the inadequacy determination, date of determination and 
subdivision water provider are shown in Table 5.3-1OA and B for water reports and analysis of 
adequate water supply. Figure 5.3-12 shows the locations of subdivisions keyed to the Table. 
A description of the Water Adequacy Program is found in Volume 1, Appendix C .  Adequacy 
determination data sources and methods are found in Volume 1 , Appendix A. 

All subdivisions receiving an adequacy determination are in Gila County. Sixty-two water 
adequacy determinations for 4,184 lots have been made in this basin through December 
2008. Four hundred and forty-one lots in eight subdivisions, or 13% of lots, were determined 
to be adequate. 
The most common reason for an inadequate determination was because the applicant did 
not submit the necessary information and/or available hydrologic data were insufficient to 
make a determination. 
One Analysis of Adequate Water Supply application for 34 lots has been approved for this 
basin. 
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EXHIBIT KMR-2 

Summary of Staff Proposal as of December 20,2013 
Estimated water bills for Deer Creek Village Customers 

(Deer Creek Village is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage Month)' 

Staff Recommended Commodity Rate (5/8 x 3/4inch meter)2* 
*Based upon high water use of 215 gallons per day per connection3 = 6,450 gallons/month 

Monthly Cost 

$ 36.83 
Staff Recommended Base Rate (5/8 x 3/4-inch meterI2 $ 20.00 

TOTAL $ 56.83** 
**Current cost f i x  this same level of usage is $31.05 

(This is a 83% increase) 

Example #2 - Water Use for Januarv (reDorted as Low Water Usage Month)' 

Staff Recommended Commodity Rate (518 x 3/4-inch meter)2* 
*Based upon low water use of 94 gallons per day per connection3 = 2,820 gallons/month 

Monthly Cost 

$ 11.28 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 $ 20.00 

TOTAL $ 31.28** 
**Current cost for this same level of usage is $21.44 

(This is a 46% increase) 

Examde #3 - Water Use Average (reported as Average Water Usage Month)' 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based UPOR average water use of 145 gallons per day per connection3 = 4,350 gallons/month 

Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meterI2 $ 20.00 

21.71 

TOTAL $ 41.71** 
**Current cost for this same level of usage is $24.77 

(This is a 68% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
Per Direct Testimony of Crystal 5. Brown, Document #0000149555, Schedule CSB-17, Page 1 
Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

1 
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EXHIBIT KMR-2 

Summary of Company Proposal as of December 20,2013 
Estimated water bills for Deer Creek Village Customers 

(Deer Creek Village is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage Month)' 
Company Recommended Base Rate (5/8 x 314-inch meter)2 $ 25.42 

*Based upon high water use of 215 gallons per day per connection3 = 6,450 gallons/month 

Monthlv Cost 

Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 44-09 

TOTAL $ 69.51** 
**Current cost for this same level of usage is $31.05 

(This is a 124% increase) 

Example #2 - Water Use for January (reported as Low Water Usage Month)' Monthly Cost 

Company Recommended Base Rate (5/8 x 3/4-inch meter)2 $ 25.42 

Company Recommended Commodity Rate (5/8 x 3/4-inch meterI2* $ 16.64 
*Based upon low water use of 94 gallons per day per connection3 = 2,820 gallonslmonth 

TOTAL $ 42.06** 
**Current cost for this same level of usage is $21.44 

(This is a 96% increase) 
b 

Example #3 - Water Use Average (reported as Average Water Usage Month)' Monthly Cost 

Company Recommended Base Rate (5/8 x 314-inch $ 25.42 
Company Recommended Commodity Rate (518 x 3/4-inch meter)2* $ 28.03 
*Based upon average water use of 145 gallons per day per connection3 = 4,350 gallons/month 

TOTAL $ 53.54** 
**Current cost for this same level of usage is $24.77 

(This is a 116% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
Per Rebuttal Testimony of Thomas 1. Bourassa, Document #0000150385, Pages 13 & 14 
Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
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yr EXHIBIT KMR-3 

Summary of Staff Proposal as of December 20,2013 
Estimated water bills for Gisela/Tonto Creek Shores Customers 

(Gisela is part of the former C & S System) 

Example #1-  Water Use for June (reported as High Water Usage Month)' 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)* 5 71.76 
*Based upon high water use of 368 gallons per day per connection3 = 11,040 gallons/month 

Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 $ 20.00 

TOTAL $ 91.76** 
**Current cost for this same level of usage is $33.34 

(This is a 175% increase) 

Example #2 - Water Use for March (reported as Low Water Usage Month)' 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)" 5 17.62 
'Based upon low water use of 126 galfons per day per connection3 = 3,780 gallons/month 

Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 $ 20.00 

TOTAL $ 37.62** 
**Current cost for this same level of usage is $22.59 

(This is a 67% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Month)' 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)* $ 39.21 
*Based upon average water use of 226 gallons per day per connection3 = 6,780 galions/month 

Monthly Cost 
Staff Recommended Base Rate (5 /8  x 3/4-inch meterj2 $ 20.00 

TOTAL $ 59.21** 
**Current cost for this same level of usage is $27.03 

(This is a 119% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

1 

' Per Direct Testimony of Crystal S. Brown, Document #0000149555, Schedule CSB-17, Page 1 
3 



EXHIBIT KMR-3 

Summary of Company Proposal as of December 20,2013 
Estimated water bills for Giselafionto Creek Shores Customers 

(Giseia is part of the former C & S System) 

Monthlv Cost 
$ 25.42 

5 80.77 

Example #1- Water Use for June (reported as High Water Usage Month? 
Company Recommended Base Rate (5/8 x 3/4-inch meter)‘ 
Company Recommended Commodity Rate (S /8  x 3/4-inch meter)2* 
*Based upon high water use of 368 gallons per day per connection3 = 11,040 gailons/month 

TOTAL $106.19** 
**Current cost for this same level of usag is $33.34 

(This is a 219% increase) 

Example #2 - Water Use for March (reDorted as Low Water Usage Month)’ 

Company Recommended Base Rate (518 x 3/4-inch meter)’ 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon low water use of 126 gallons per day per connection3 = 3,780 galons/month 

Monthly Cost 

$ 25.42 

$ 23.67 

TOTAL $ 49.09** 
**Current cost for this same level of usage is $22.59 

(This is a 117% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Monthll 

Company Recommended Base Rate (5/8 x 314-inch meter)2 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon average water use of 226 gallons per day per connection3 = 6,780 gallons/month 

Monthly Cost 

$ 25.42 
5 46.62 

TOTAL 72.04** 
**Current cost for this same level of usage is $27.03 

(This is a 167% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
’ Per Rebuttal Testimony of Thomas J. Bourassa, Document #0000150385, Pages 13 & 14 



PAYSON WATER COMPANY 

RESPONSE TO K M REIDHEAD, INTERVENOR 
DOCKET NO. W-03514A-13-0111 

December 10,20 13 

Response provided by: 

Title: 

Company: 

Address: 

Payson Water Company 

Company Response Number: 1 

758 1 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Q. How long have you known Mr. Robert Hardcastle and what exactly has that 
relationship been? 

OBJECTION: This data request is not reasonably calculated to lead to the 
discovery of admissible evidence in this rate case, the purpose of which is to 
establish the fair value of the Company’s utility property and set rates 
thereon. Additionally, the Company cannot know a person in the manner 
expressed by this data request, although the Company does state that the only 
relationship between Mr. Hardcastle and Mr. Williamson is that of members of the 
buyer and seller entities in the recent stock sale. 

1 
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PAYSON WATER COMPANY 

RESPONSE TO K M REIDHEAD, INTERVENOR 
DOCKET NO. W-03514A-13-0111 

December 10,20 13 

Response provided by: 

Title: 

Company: Payson Water Company 

Address: 7581 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Company Response Number: 2 

Q. Is there any family relationship between Mr. Robert Hardcastle and you? 

OBJECTION: This data request is not reasonably calculated to lead to the 
discovery of admissible evidence in this rate case, the purpose of which is to 
establish the fair value of the Company’s utility property and set rates thereon. 
Additionally, the Company cannot have a familial relationship in the manner 
expressed by this data request. 

2 



PAYSON WATER COMPANY 

RESPONSE TO K M REIDHEAD, INTERVENOR 
DOCKET NO. W-03514A-13-0111 

December 10,20 13 

Response provided by: Jason Williamson 

Title: President 

Company: Payson Water Company 

Address: 7581 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Company Response Number: 3 

Q. Does Mr. Hardcastle or any of his other business entities still own any 
remaining shareholder stake in PWC? 

RESPONSE: No. 

3 



PAYSON WATER COMPANY 

RESPONSE TO K &I REIDHEAD, INTERVENOR 
DOCKET NO. W-03514A-13-0111 

December 10.20 13 

Response provided by: 

Title: 

Company : Payson Water Company 

Address : 7581 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Company Response Number: 4 

Q. Are you and Mr. Hardcastle engaged in any business ventures together? 

OBJECTION: This data request is not reasonably calculated to lead to the 
discovery of admissible evidence in this rate case, the purpose of which is to 



. 

PAYSON WATER COMPANY- - 
DOCKET NO. W-03514A-13-0111 

RESPONSES TO K. M. REIDHEAD, INTERVENOR 

December 10,20 13 

Response provided by: 

Title: 

Company: Payson Water Company 

Address: 7581 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Company Response Number: 5 

Q. It is noted that, through Brooke Utilities, Mr. Hardcastle acquired the 
outstanding stock in United Utilities and C & S Water Company on or about 
August 8, 1996 fiom a Mr. Richard S. Williamson. What is the relationship, if 
any, between Mr. Richard S. Williamson and you? 

OBJECTION: This data request is not reasonably calculated to lead to the 
discovery of admissible evidence in this rate case, the purpose of which is to 
establish the fair value of the Company’s utility property and set rates thereon. 
Additionally, the Company cannot have a relationship in the manner expressed by 
this data request. The Company can state, however, that its current President does 
not know Mr. Richard Williamson. 
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PAYSON WATER COMPANY 

RESPONSE TO K M REIDHEAD, INTERVENOR 
DOCKET NO. W-03514A-13-0111 

Response provided by: 

Title: 

Company: 

Address : 

December 10,20 13 

Jason Williamson 

President 

Payson Water Company 

7581 E. Academy Blvd., Suite 229 
Denver, CO 80230 

Company Response Number: 6 

Q. What specifically does PWC do to monitor/maintain the water system in Deer 
Creek Village, “DCV”? 

a. Please describe specifically what is involved in delivering the water to 
the residents of DCV. 

b. Provide a detailed description of the costs involved in that delivery. 
Please provide recent invoices for the period of 2009 - 20 13 that 
substantiate those costs. 

OBJECTION: The information required to set the Company’s rates, including its 
test year rate base, revenues and expenses are set forth in the schedules attached to 
the Company’s filings, which schedules are the schedules required by the 
Commission for a Class C water utility. These schedules include the E Schedules, 
which provide expense information for years outside the test year. Beyond that, 
the information sought in subsection (b), to the extent available, would be 
extremely burdensome if not impossible to produce. The Company does not have 
invoices specific to every cost of serving each of its separate systems, let alone 
communities within systems, nor would it be in the ordinary course of business or 
required by NARUC to retain an “invoice” for every “cost” of service, related to 
serving an individual community within a separate system of a regulated water 
utility. 

RESPONSE: Without waiting its objection, the Company’s response to 
subsection (a) of this data request is that the operations of the Deer Creek include 
maintenance and monitoring ofthe wells and well pumps (including regular lab 

6 



Exhibit mR-4 
sampling in accordance with ADEQ MAP testing guidelines to ensure water 
quality), pressure tank & booster pumps, storage tank and associated electrical 
controls. Daily remote monitoring of the storage tank volume to ensure sufficient 
supply is available. 241’7 emergency response for repair of leaks and service mains 
when damaged. Monthly meter reads, and customer service order requests 
(like re-reading of meters). The Company’s response to subsection (b) of this data 
request is that the Company does not keep system specific accounting for the 
majority of expenses since all of the Company’s water systems benefit from 
centralized and aggregated expenses such as operator salaries, chemicals, 
management, billing, customer service center, vehicles, fbel, etc. 

8724825.1/073283.0006 
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EXHIBIT KMR-5 

Comparison of Interconnection Pipeline Costs to Potential Water Hauling Costs 
for Payson Water Company Ratepayers in Mesa del Caballo 

INTERCONNECTION PIPEUNE COSTS: 
Phase 1 WIFA Surcharge (5/8 x 3/4inch meter)' $ 7.44 / month / customer 

X 12months 

X 20years 
= $ 89.28 annually / customer 

= $1,785.60 TOTAL / customer 

WATER HAULING COSTS (estimated for 2014,2015 & 2016): 
Based upon 2013 (the worst year yet) Water Hauling Costs2 

Number of years the interconnection pipeline will be operational 
$ 247.00 / customer / year 

x 3 years3 
= $ 741.00 TOTAL 1 customer 

CONCLUSION: 

The Phase 1 Decision #74175 authorizing a $275,000 Interconnection Pipeline project and imposing the WIFA 
surcharge on Mesa del Caballo ratepayers will cost the ratepayers of Mesa del Caballo more over the long run 
than water hauling costs would likely have cost for the 3 years that the Interconnection Pipeline will be 
operational. Furthermore, there is no assurance that the ratepayers won't still have to pay additional water 
hauling charges during peak summer shortage periods4. 

Per ACC Decision #74175, Page 12 
Per Rebuttal Testimony of Jason Williamson, Document #0000150385, Page 9, lines 17 & 18 
Per Rebuttal Testimony of Jason Williamson, Document #0000150385, Page 9, lines 23-25 
Per the testimony of Jason Williamson a t  the Phase 1 Hearing, 04:10:05 through 04:12:20 of the video archive. 
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+- EXHIBIT KMR-6 

Summary of Staff Proposal as of December 20,2013 
Estimated water bills for Mesa del Caballo Customers 

(Mesa del Caballo is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage Month)' 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch meter)3 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)* 
*Based upon high water use of 118 gallons per day per connection5 = 3,540 gailons/month 

Monthly Cost 

$ 22.87 

$ 15.89 

Phase 1 WIFA Surcharge (518 x 3/4-inch meter)2 $ 7.44 

Staff Recommended Base Rate (S/8 x 3/4-inch meter)4 $ 20.00 

TOTAL $ 66.20** 
**Current cost for this same level of usage is $22.83 

(This is a 19W0 increase) 

Example #2 - Water Use for March (reported as Low Water Usage Month)' Monthly Cost 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch mete$ $ 22.87 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)* $ 9.96 
*Based upon low water use of 83 gallons per day per connection' = 2,490 gallonslmonth 

Phase 1 WlFA Surcharge (5/8 x 3/4-inch meter)2 $ 7.44 

Staff Recommended Base Rate (5/8 x 3/4-inch meterl4 $ 20.00 

TOTAL $ 60.27** 
**Current cost for this same level of usage is $20.81 

(This is a 190% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Month)' 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch meter)3 $ 22.87 

Staff Recommended Commodity Rate (5/8 x 314-inch meter)* $ 11.76 
*Based upon average water use of 98 gallons per day per connection' = 2,940 gallons/month 

Monthlv Cost 

Phase 1 WlFA Surcharge (5/8 x 3/4-inch meter)2 $ 7.44 

Staff Recommended Base Rate (S/8 x 3/4-inch meter)4 $ 20.00 

TOTAL $ 62.07** 
**Current cost for this same level of usage is $21.67 

(This is a 186% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
Per ACC Decision #74175, Page l2 
Per Direct Testimony of John k Cassidy, Document #0000149600, Page 6 and Schedule JAC-2 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
' Per Direct Testimony of Crystal 5. Brown, Document #0000149555, Schedufe CSB-17, Page 1 
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r* EXHIBIT KMR-6 

Summary of Company Proposal as of December 20,2013 
Estimated water bills for Mesa del Caballo Customers 

(Mesa del Caballo is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage Month)' Monthlv Cost 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch meterf3 $ 22.87 
Company Recommended Base Rate (5/8 x 3/4-inch meter)4 $ 25.42 
Company Recommended Commodity Rate (518 x 3/4-inch meter)4* $ 21.82 
*Based upon high water use of 118 gallons per day per connection5 = 3,540 gailons/month 

Phase 1 WIFA Surcharge (5/8 x 3/4-inch meterI2 $ 7.44 

TOTAL $ 77.55** 
**Cument cost for this same level of usage is $22.83 

(This is a 2 W 0  increase) 

Example #2 - Water Use for March (reported as Low Water Usage Monthll Monthlv Cost 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch meter)3 $ 22.87 
Company Recommended Base Rate (5/8 x 3/4-inch meter)4 $ 25.42 
Company Recommended Commodity Rate (5/8 x 314-inch $ 14.69 
*Based upon low water use of 83 gallons per day per connection5 = 2,490 gallonslmonth 

Phase 1 WlFA Surcharge (518 x 3/4-inch meterI2 $ 7.44 

TOTAL $ 70.42** 
**Current cost for this same level of usage is $20.81 

(This is a 238% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Monthll 

Proposed Phase 2 WlFA Surcharge (5/8 x 3/4-inch meter)3 
Company Recommended Base Rate (5/8 x 3/4-inch meter)4 
Company Recommended Commodity Rate (Sf8 x 314-inch meter)4* 
*Based upon average water use of 98 gallons per day per connection5 = 2,940 gallons/rnonth 

Monthlv Cost 
Phase 1 WlFA Surcharge (5/8 x 3/4-inch meter)2 $ 7.44 

$ 22.87 
$ 25.42 
$ 17.35 

TOTAL $ 73.08** 
**Current cost for this same level of usage is $21.67 

(This is a 237% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

Per Direct Testimony of John A. Cassidy, Document #0000149600, Page 6 and Schedule JAC-2 
Per Rebuttal Testimony of Thomas J. Bourassa, Document #0000150385, Page 13 & 14 
Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 

' Per ACC Decision #74175, Page 12 
3 



EXHIBIT KMR-7 
Summary of Rate Design Proposals 
as of December 20,2013 

Base Rate: 
Meter Size: 

5/8 x 3/4 Inch 
3/4 inch 

Commodity Rate (per 1,OOO gal): 
C & S Svstem: 

For all gallons 

Docket #W-035 14A-13-0111 
Page 1 of 1 

$ 16.00 
$ 18.40 

I Present 

Commodity Rate (per LOO0 gal): 
United Utilities System: 

First 4,000 gallons 
Over 4,000 gallons 

Meter Size: 
5/8 x 3/4 Inch 

1 to 3,000 gallons 
3,001 to 4,000 gallons 

4,001 to 10,OOO galtons 
Over 10,OOO gallons 

1 to 3,000 gallons 
3,001 to 4,000 gallons 

4,001 to 10,OOO gallons 
Over l0,OOO galtons 

3/4 inch (Residential) 

r 

$ 1.93 
$ 2.99 

$ 1.93 
$ 1.93 
$ 2.99 
$ 2.99 

$ 1.93 
$ 1.93 
$ 2.99 
$ 2.99 

Monthly Usage Charge Zln 

Meter Size: 

5/8 x 3/4 Inch 
1 to 3,000 gallons 

3,001 to  l0,OOO gallons 
Over 10,000 gallons 

1 to 3,000 gallons 
3,001 to  10,OOO gallons 

Over 1O.OOO gallons 

3/4 inch (Residential) 

€ 
W 

T &  v ) c  
& v) 

c " %  - :E 

$ 17.00 
$ 25.50 

$ 1.48 

$ 1.48 
$ 1.48 
$ 1.48 

$ 1.48 

$ 1.48 
$ 1.48 

Con - 
-P 
Q) 

m +-' 

- m E  5 %  
2 :  
$2 
a s  

n c c  

$ 25.42 
$ 38.12 

$ 5.90 
$ 7.65 
$ 9.15 

$ 5.90 
$ 7.65 
$ 9.15 

$ 5.90 
$ 7.65 
$ 7.65 
$ 9.15 

$ 5.90 
$ 7.65 
$ 7.65 
$ 9.15 

any ProDosal 

59% 
107% 

United 

206% 
296% 
156% 
206% 

206% 
296% 
156% 
206% 

50% 
49% 

C & S  

299% 
417% 
518% 

299% 
417% 
518% 

Staff Proposal 

$ 4.00 
$ 7.20 
$ 7.20 
5 9.005 

5 4.00 
$ 7.20 
$ 7.20 
s 9.00s 

25% 
79% 

United 

107% 
273% 
141% 
201% 

107% 
273% 
141% 
201% 

c&s 

170% 
386% 
509% 

170% 
386% 
509% 
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IMesa Del Caballo Subdivision 
Populated Place in Gila County, Arizona, USA. 

www.waccorp corn 

California - Oregon - Washington - 
Original Negat i i  - IN STOCK 
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Local Links 

Blws and Weibsrtes Near M e s a  Del Caballo Subdiwsion, 
Arizona - G~OURL 

Maps and Photos 

, Mesa Del Caballo Subdivision MaD - Multimap 

Mesa Del Caballo Subdivision Street Ma0 and Satellite Photo - Google Maps 

Mesa Del Caballo Subdivision Aerial Photo and Tow MaD - Tenaserver 

Mesa Del caball0 Subdivision MaR - MSN 

Environmental Hazards. Flood Area Maw. Bou IldarkS - EPA 
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Mead Ranch, Gila County, Arkma, USA - Maps, Photos, Weather, ha.. http://www.piacenames.codus/~OS2 

instantcheckmate corn 

1) Enter Name and State. 2) Access 
Full Background Checks Instantly. 

Local Links 

Bto~s and Websites Near Mead Ranch, 
Arizona - GeOuRL 

Maps and Photos 

Mead Ranch Mar, - Multimap 

Mead Ranch Street Map and Steliite  phot^ - Google Maps 

Mead Ranch Aerial Photo and Top0 Map - Terrasewer 

Mead Ranch Mao - MSN 

E n y i r ~ ~ ~ ~ n ~ ~  Hazards, Flood Area Maps. Bound aries - EPA 

Plead Ranch Area MEID - MapQuest 

Weather and Climate 

- Multirnap 

The weather forecast links don't work for all places yet. 
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LSR Medical Center Heliport 
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EastVerde Park, Gila County, Arizona, USA - Maps, Photos, Weather, ... http://www.placermmes.com/us/p4O: 

Park in Gila County, Arizona, USA. 
Latitude: 34.29333 : Longitude: 

Historical Aerial 
Photos 
www.waccorp .corn 

California - Oregon - Washington 
Original Negatives - IN STOCK 

BbQs and Websites Near East Verde 
Park, Arizona - ~eouw 

Maps and Photos 

East Verde Park Mar, - Multimap 

East Verde Park Street Map and Satellite Photo - Google w p s  

East Verde Park Aerial Photo and Tom Map - Terraserver 

East Verde Park Map - MSN 

' Environmental Hazards. Fkmd Area Ma=. f3ou ndari- - EPA 

East Verde Park Area MaD - MapQuest 

I Weather and Climate 

Weather Forecast near East Verde Park - Muitimap 

The weather forecast links don't work for all places yet. 
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En Medio 

Check Property Ownership 
house re ports. o rg/Ow ne r 
Enter Any Address & Search It G e t  Value, Property Taxes & More 

2013 Dec 08 - 23:29:47 - 0 Copyright 2000-2013 Plaa?enames.axn - 2.388mS 
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Bloas and Websites Near Flowim Sorincts Subdivision, 
Arizona - & O U R  

Maps and Photos 

Weather and Climate 

FIowina Swings Subdivision AZ Weather Forecast - National Weather Service 

Weather Forecast near Flowina SDrincls Subdivision - Multimap 

The weather forecast link don't work for all places yet. 

Some random places: Aello Peak E a r n  Mine Auburn && Oacoms 

2013 Dec 08 - 23:37:29 -- 0 Copyright 2000-2013 Placenames.mm -- 6.082mS 

ttame - Heiw and FAQ 

12/8/2013 4:37 P 



G e r o b  Estates Subdivision, Gila County, Arizona, USA - Maps, Phot. .. ~://www.placenames.codus/p4Of 

Home : &A : Arizona : Gila County : PoDulated Places 

Geronimo Estates Subdivision3 
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Populated Place in Gila County, Arizona, USA 

w.waccorp corn 

CaliiOmia - Oregon - Washington 
- Original Negatives - IN STOCK Local Links 

Bioas and Websites Near Geronimo Estates Subdivision, 
Arizona - G~OURL Free Maps & 

Maps and Photos 
Directions 

Geronimo fstates Subdivision Mar, - Multimap 

Geronimo Estates Subdiivision Street MaD and Satellite Photo - Google mps 

Geronimo Estates Stibdivisjon Aerial Photc, and Tom MaD - Tenasewer 

Geronimo Estates Subdivision Ma0 - MSN 

Geronimo Ertates Subdivision Area Mao - blap@iest 

Envtoninentai Hazards. Flood Area Mama &, UndarB - EPA 

Weather and Climate 

Geronimo Estates Subdivision AZ Weather Forecast - btiona! Weather service 

Weather Forecast near Geronimo Estates Subdivision - ~uitimap 
The weather breast links donY work for ail places yet. 
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r' Whispering Pines Subdivision 
B 
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Local Lin 
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Maps and Photos 

W ~ i s ~ r ~ n ~  Pines ~ ~ ~ i s i ~ ~  Mao - ~ult imap 

W ~ ~ s ~ r ~ n ~  Rnes Subdivision Street Ma5 and Satellite photo - W l e  Maps 
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The weather forecast links don't work for all places yet. 

2013 Dec 08 - 23:33:50 -- 0 Copyright 2000-2013 Placenames.com - 20.326mS 

Home - HelD and FAQ - 
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Giselg, Gila County, Ariaona, USA - Maps, Photos, Weather, Local Ljnks http://www.placenams.codus/p293 

&hibi+ KhR-8 
- H : g.l~ : Arizona : Gila County : Pooulated Places 8 

I Gisela 

l o f l  

I Populated Place in Gila County, Arizona, US4 \ 
Latitude: 34.10167 : Longitude: -111.27917 : Elevation: .-> L 2 8 8 o f t  

Local Links 

5lms and Websites Near Giseia, Arizona - GeWRL 

Maps and Photos 

Gisela Ma0 - Multimap 

Gisela Street Mau and Satellite mot0 - Google Maps 

Gisela Aerial Photo and Tow MaD - Tenasewer 

Gisela MaD - MSN 

Environmental Hazards, Flood Area M-Bo undarie - EPA 

Gisela Area MaD - MapQuest 

Weather and Climate 

Gisela AZ Weather Forecast - National Weather Sewice 

Weather Forecast near Gisela - Multimap 

The weather forecast links don't work for all places yet. 

Some random places: L w n  Isiand Seafairers Marina Linsie &re Creek Foam Creek 

2013 Dec 08 - 23:39:34 - 0 Copyright 2000-2013 Placenames.com - 2.67916 

Horn - He15 and FAQ 

12/8/2013 4:39 I 
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California - Oregon - Washington 
Local Links - Ori@d Negatives - IN STOCK 

Bloas and Websites Near Deer Creek Villaae 
~ ~ ~ i v i s i o ~ ,  Arizona - G~OURL Satellite View My 

House 
Maps and Photos 

Deer Creek Villaae ~ ~ ~ ~ ~ s ~ o ~  Map - pluitimap 

Deer Creek Viilaae Subdivision Street Mao arid Satellite mot0 - Google mps 

Deer Creek Vitlase Subdivjsion Ma0 - MSN 

Deer Creek ViUaae S ~ ~ i ~ ~ s ~ o n  Area Ma0 - MapQuest 

- Ternserver 

- EPA 

Weather and Climate 

- National Weather Service 

Weather Forecast near Deer Creek Vilfaae Subdivision - Muttimp 

The weather forecast links don? work for all places yet. 

Some random places: Hu Bar Sorina Beowawe Ookak Park UR 33 Reservoir Fike and 
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City of Phoenix 
City Services Bill 

Lp 
(f 
Lz) 
0 
0 

There is no trash or recycling collection on Christmas Day. 
Residents with collection days on Wednesday, Thursday and 

following day. 

As the cool weather season begins, remember to lessen 
your garden and lawn watering times. Also, fail is the prime 

Friday of F a t  week will have their containers collected the 

unt Number: 1440900000 
Billing Date: 11/7/2013 

Due Date: 12/2/2013 
Page 1 of I 

City Services Statement as of 11/?12013 
Previous Balance $98.21 
Payments Received - Thank You -98.21 
Balance Forward 0.00 
Current Charges 94.13 
Total Amount Due $94.1 3 

Meter Previous Meter Read Current Meter Read 
Reading 

17958549 10/8/2013 I 465 11/7/2013 I 479 
I I Number Date Reading Date 

Water Used in 
Billing Cycle 

1 4 ~ n i t s  I 10472 Gallons 

Your Monthly Water Usage (gailons) 

26,500- 
21.200- 

I t 8  
DEC JAN FEB W.R APR MAY JUN JUL AUG SEP OCT NOV 

.Last Year Elcurrent Year 

WaterEewer Service: (602) 262-6251 
Solid Waste: (602) 262-7251 
TDD: (602) 534-1 11 3 
To Pay Online: www.phoenix.gov 

WaterlSewer Service f r o m  10/9/2013 to 11!7/2013 

Water Base Fee 
Water Usage Fee 
Environmental Mandates -Water 
Sewer Fee 
Environmental Mandates - Sewer 
State Mandated Jail Costs 
Citv Tax 

$4.36 
26.96 
5.32 
20.23 
4.67 
1 .oo 
1.66 

State and Other Taxes 3.08 
Subtotal $67.28 

Solid Waste Service from 10/9/2013 to 11/7/2013 
Refuse $26.80 
State Landfill Disposal Fee 0.05 
Subtotal $26.85 

Please detach and return the portion below with your payment. -___ - - 

http://www.phoenix.gov
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14406 S. Cholla Canyon Dr. 
Phoenix, AZ 85044 

Telephone: 480-704-0261 

BEFORE THE ARIZONA SlON 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTlLlN SERVKE BASED THEREON. 

~ ~ 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CONNECTION WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-03514A-13-0111 

! 

DOCKET NO: W-03514A-13-0142 

SUPPLEMENT TO PRE-FILED TESTIMONY 

Kathleen M. Reidhead, "KMR", is an Intervener in the above-captioned matter. KMR submits 

the attached Exhibits, labeled as Exhibits KMR-A, KMR-B, KMR-C, KMR-D, KMR-E and KMR-F as evidence 
related t o  groundwater supplies in and around Mesa del Caballo, "MdC". 

Exhibit KMR-A is part of a report from the Arizona Department of Water Resources website, 
located at this link: http://www.azwater.gov/azdwr/StatewidePlanning/WaterAtlas/CentraIHighlands/ 
PlanningAreaOverview/HydrologyHighlandBasins.htm which describes the Hydrology for the Central 
Highlands Planning Area. 

Exhibit KMR-B describes two wells owned by the Town of  Payson, "Town", each physically 
located less than one mile from the community of MdC. These two Town wells are used specifically for 
the purpose of monitoring the level of groundwater in the area, and have reported data several times 

each year since 2008. This data documents the level of groundwater in these wells since 2008. The 
fluctuations noted appear to be consistent with the data in Exhibit KMR-A that states, "the shallow 

http://www.azwater.gov/azdwr/StatewidePlanning/WaterAtlas/CentraIHighlands
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water-bearing zones around Payson depend on winter recharge and are therefore very sensitive to 
drought." The report goes on to say, "Water in deeper fracture systems in the area may be fed from 
the Mogollon Rim and less affected by drought." 

Per the analysis by Southwest Water Consultants dated March 30,2010, entered into evidence 
by PWC on October 1,2013, Document #148688, Exhibit C, MdC is strongiy believed to sit on a fractured 
granite zone. In the letter written by Stephen D. Noel, President of Southwest Groundwater 
Consultants, Mr. Noel states, "Based on the local hydrogeologic conditions supported by the geophysical 
cross-sections, the yield of wells designed to be production wells completed to depths up to 500 feet 
will be in the 10 to 25 gpm range." 

Exhibit KMR-C is a portion of the Payson Water Company, "PWC", original rate application filing 
of 04/22/13, Document #145511, Exhibit A, which lists the 7 PWC-owned wells in MdC by ADWR ID 
Number. In this filing, PWC reports the pump yield for each of these wells FAR below the tested 
capacity of each well, per the ADWR database, shown on Exhibit KMR-D. The PWC wells appear to be 
significantly underperforming from what they have been tested to yield. There is no evidence that other 
wells in MdC are similarly underperforming from their tested capabilities. Several new private wells 
have been drilled in MdC in the last 2 years, and those wells have tested to yield between 15 gpm and 5 
gpm, with groundwater depth reported between 234 and 276 feet, see Exhibit KMR-E. The PWC wells in 
MdC are between 565 feet deep and 200 feet deep, as evidenced on Exhibit KMR-D. Deepening of the 
3 PWC wells that are currently shallower than 250 feet would very likely yield additional water 
production for that community. The other 4 low-yielding wells should be evaluated for other potential 
problems, as described in Exhibit KMR-F . 

Respectfully submitted this 6th day of January, 2014. 

Kathleen M. Reidhead, Intervener 
14406 S. Cholla Canyon Dr. 

Phoenix, AZ 85044 

ORIGINAL and thirteen (13) copies 
of the foregoing were filed this 6th 
day of January, 2014 with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 
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COPY of the foregoing was mailed 
this 6th day of January, 2014 to: 

lay Shapiro (Attorney for Payson Water Co., Inc.) 
Fennemore Craig P.C. 
2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016 

Robert Hardcastle 
3101 State Road 
Bakersfield, CA 93308 

William Sheppard 
6250 North Central Avenue 
Phoenix, AZ 85012 

Thomas Bremer 
6717 E. Turquoise Ave. 
Scottsdale, AZ 85253 

1. Stephen Gehring & Richard M. Burt 
8157 W. Deadeye Rd. 
Payson, AZ 85541 

Glynn Ross 
405 5. Ponderosa 
Payson, AZ 85541 

Suzanne Nee 
2051 E. Aspen Dr. 
Tempe, AZ 85282 



EXHIBIT KMR-A 



1 Cemal Highlands Hydrology Highland Basins 

1 O f *  

http:i,'www.azw ater.goviazdwr/Statew idePlanning/WaterAtlas/Csntra, 

Central Highlands Planning Area Hydrology - Groundwater (Highland Basins, Cont) 

Anderson, Freethey and Tucci (1992) divided the 
alluvial basins in south-central Arizona into five 
categories based on similar hydrologic and geologic 
characteristics. One of these, the "Highland Basins", 
covers most of the planning area with the exception of 
the Uooer HassavamDa Basin, categorized as a "West 
Basin", and the southern half of the Aaua Fria Basin, 
categorized as a "Central Basin". Highland Basins 
include: Aqua Fria (northern half), Saft River Basin 
(Salt River Lakes Sub-basin, Salt River Canyon 
Sub-basin, White River Sub-basin and Black River 
Sub-basin), Tonto Creek Basin and the Verde River 
Basin (Bia Chino Sub-basin, Verde Valley Sub-basin 
and Verde Canyon Sub-basin). 

Highland Basins 
The Highland Basins include the Salt River, Tonto Creek 
and Verde River basins, and the northern half of the 
Agua Fria Basin. Basin-fill aquifers in the highlands are salt Riwr in me Sat Rker Bash. Basins in the Centra, 

limited in areal extent and are hydrologically connected H@hfandsPfannigArea are partofthe Hghfand, 

with stream alluvium. Consolidated rock aquifers west Or Centra'Basins FreeMey and cabeogrbed Tu& (1992) byAndersonr 

surround and underlie the basin-fill aquifers and 
contribute underflow. Basin-fill aquifers also receive 
inflow from stream infiltration and mountain front 
recharge. Where the basin-fill aquifers are 
discontinuous, underflow between them may be 
restricted (Anderson, et al., 1992). 
Tonto Creek Basin 
I n  the Tonto Creek Basin groundwater is found in stream alluvium, basin-fill sand and gravel, 
Paleozoic sedimentary rocks and Precambrian igneous, metamorphic and sedimentary rocks. 
The primary aquifer occurs in basin fill, which underlies a large portion of the basin, from 
near Rye to the southern basin boundary. The basin fill consists of coarse-grained 
conglomerate in the lower part of the basin and along the basin margins and locally is 
overlain by fine-grained mudstone in the center of the basin. The conglomerate may be up 
to 500 feet thick. Groundwater is also found in the floodplain alluvium, which may be as 
much as 65 feet thick along Tonto Creek. Along this Creek, the basin fill and alluvial aquifers 
are recharged primarily by stream infiltration. 

A limestone aquifer is utilized along the Mogollon Rim where groundwater movement and well 
yield are dependent on faults, fractures and solution cavities. Wells in the limestone aquifer 
generally yield less than 100 gpm. Fractured bedrock also yields small volumes of water to 
wells east of Payson (ADWR, 1992). These and other sedimentary-rock aquifers are 
recharged from precipitation on the southern edge of the Colorado Plateau (USGS, 2005a). 

Groundwater flow directions are from the Mogollon Rim to the south in the C-aquifer and 
from north to south along the Rye Creek and Tonto Creek drainages in the alluvial aquifer 
(Fiaure 5.3-7). Naturai recharge for the basin has been estimated at 17,000 to 37,000 
AFA. Estimates of groundwater in storage range from 2.0 to 9.4 maf. With one exception, 
all wells measured in 2003-'04 had a water level below 100 feet. Water levels in wells 
measured between 1990-'91 and 2003-'04 were either slightly declining or slightly rising 
(Fisure 5.3-7). The median well yield reported on registration forms for large (>lo-inch) 
diameter wells was 120 gpm. Since most of the basin is National Forest land, there has been 
little basin-wide groundwater deveiopment and aquifer characteristics are not well defined. 
CkwFKk&&* +&gmef&ygf3e$, aM3wgk f k i m e e r  sfiKtaaf-8f *-e, 
radionuclides, nitrate and organics have been equaled or exceeded in some wells. 

Top 
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Cential Highlands Hydrology Highland Basins 

Sub-Bash The Verde Rirer Basin has three  
subbasm: Big Chino, Verde V a k y  and Verde 

Canyon. 

http://w ww.amata.gov!azdwrlStatew idePlarming/WaterAtlas/Centra 

Verde River Basin 
The Verde River Basin is a relatively large basin that 
encompasses part of the Coconino Plateau in its 
northern portion with the Mogollon Rim defining its 
eastern boundary. It is characterized by steep canyons, 
rugged mountains and by broad alluvial valleys in the 
north and west-central portions of the basin. The basin 
is divided into the Big Chino, Verde Valley and Verde 
Canyon sub-basins as shown in Fiqure 5.5-6 and Fiaure 
5.5-8. 
Natural recharge and groundwater in storage estimates 
for the basin, sub-basins and local areas are listed in 
Table 5.5-6. Groundwater recharge estimates for the 
entire basin range from 107,000 AFA to more than 
138,000 AFA. Groundwater in storage is estimated to 
range from 13 maf to more than 22 maf for the entire 
basin. Few water level measurements were taken in the 
basin in both 1990-’91 and 2003-‘04 (Fiaure 5.5-6). 
Water level change measurements taken during 
different time periods are shown for the Big Chino 
Sub-basin (Fiqure 5.5-6A} and the Verde Valley 
Sub-basin (Fiaure 5.5-68) and are discussed in the 
sub-basin sections below. Well yield varies throughout 
the basin with the most productive wells located in the 
Big Chino Sub-basin (Fiqure 5.5-8). The median well 
yield for the entire basin is 260 gpm reported on 
registration forms for 262 large (>lO-inch) diameter 
wells. 

A number of hydrogeologic studies of the Big Chino and Verde Valley sub-basins, and to a 
lesser extent the Verde Canyon Sub-basin, have been conducted and are briefly referenced 
here. These studies, many of them recent, contain detailed information about the 
groundwater and surface water systems in the basin and are referenced in this section and 
in the Verde River Basin references and supplemental reading. Each sub-basin is discussed . .  
below from north to south across the basin. 
Big Chino Sub-basin 
The Big Chino Sub-basin has an area of about 
1,850 square miles. The principal aquifer 
consists of basin-fill sediments interbedded ~ 

with volcanic rocks of Cenozoic age that fill 
the sub-basin. This basin-fill aquifer is 
commonly referred to as the Chino Valley Unit 
and is the major source of water for irrigation 
and domestic purposes. Chino Valley runs 
northwest to southeast from Seligman to 
Paulden. Well yields in Chino Valley wells are 
commonly greater than 1,000 gpm to greater 
than 2,000 gpm. A carbonate aquifer 
comprised of Paleozoic rocks underlies most of 
the Big Chino Valley Sub-basin and the area 
north of the Verde River near Paulden. It is 
assumed that there is a hydraulic connection 
between the two aquifers in the Big Chino 
Valley and the Williamson Valley, which runs 
north-south along the southeastern sub-basin 
boundary. The general location of aquifers 
and other features are shown in the graphic 
from Wirt, 2005. 

Groundwater occurs under unconfined and 
confined (artesian} conditions in the basin-fill 
aquifer. Artesian conditions occur primarily 
where buried lava flows and coarse-grained 
sediments are interbedded with clays and 
volcanic ash. I n  the northwesternmost part of 
the sub-basin, basin-fill deposits may be as 
much as 2,500 feet thick. Further south and 
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drainage and exits the sub-basin in the southeast through 
alluvium and volcanic rocks along the river (Fiaure 5.5-6). 

Groundwater recharge to the Verde Formation aquifer is from high elevation precipitation 
along the Mogollon Rim and on the Coconino Plateau with additional contributions from 
stream infiltration. The carbonate aquifer also receives recharge from high altitudes along 
the Mogollon Rim, and from an area between the San Francisco Peaks and Bill Williams 
Mountain (USGS, 2006). Most recharge comes from winter precipitation. Groundwater 
recharge was estimated at 167,470 AFA on average during the period 1990-2003 (Blasch 
and others, 2006). An estimate of groundwater in storage is not available for the sub-basin. 
Fisure 5.5-68 shows water level changes in the sub-basin from 1994 to 2003'04 and water 
level elevation during 2003-'04. More than half the wells measured showed some decline 
although water l w e i  increases of more than 30 feet were measured at a few scattered 
locations. Reported well yields generally range from less than 100 gpm to 1,000 gpm in the 
sub-basin (Fiaure 5.5-8). Groundwater is generally of good quality at most locations, 
although the drinking water standard for arsenic has been equaled or exceeded in a number 
of wells (see Table 5.5-7). 

precipitation and snowmelt percolate through permeable volcanic, limestone or sandstone 
units (USGS 2005a). Spring discharge and stream base flow appear to be the largest 

I n  Payson groundwater is withdrawn primarily from fractured and faulted granite. Most wells 

(3 components of aquifer outflow. 

drought. Water 
to  339 feet bls. 
n 1990-'91 and 

In  Strawberry, most wells are completed in the Schnebly Hill Formation, a sandstone unit 
that is the major component of the "Red Rocks" of Sedona. Well yields in the area typically 
range from 20 to 80 gpm. An exploratory well drilled near Strawberry in 2000 encountered 
water in the Redwall Limestone at about 1,380 feet (Corkhill, 2000). A t  nearby Pine most 
wells are completed in the Supai Formation, which is composed of sandstone, siltstone and 
mudstone with some interbedded limestone. Well yields in Pine are typically lower than 
Strawberry and range from 10 to  30 gpm. These relatively low well yields suggest a more 
localized groundwater system (USGS, 2005a). Little water level change data are available 
with one well near Pine showing a modest water level increase between 1990-'91 and 
2003'04. However, a nearby domestic well experienced a decline of about 160 feet between 
1993 and 2003-'04 (Fisure 5.5-7, hydrograph V). There is little water use in the southern 
half of the sub-basin where unconsolidated sediments are found. 

Water quality is generally good in the sub-basin although the drinking water standards for 
arsenic, beryllium, cadmium, lead, selenium and organics have been equaled or exceeded in 
wells in the Payson area and for arsenic in Pine. 
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A m  Ft 4mum Herded CaFauty 'GPU) 3 

Pump Compkbon Report  

Pump ?apauty(GPW 7 Drawfiownrfl) 0 

M e M  of Cisckrge X -NONE 0 -NO PUMP CODE P-rType 0 NO POVIER SOCE 
LISTED LlSTED 

Pump Type 

%ace of use 

Townsho N E  1RT Range  EM, 1 Q R  Sedion 160Acre 4 0 A m  104cre Cadssral 

No records to display 

WeR R e g s t y  is A D W s  wll database mntaining repofied inforrmimn on AI status W o n  and condrildion 

e: 

l o f 1  1/2/2014 1:05 



Well'Registry Detail https:ligisweb.azwater.gov/ WellRegistryiDetail .aspx?ReglD=5 I 3 

Home I FAQ I Links i cordact Us IWater Resource Data /Imaged RecorQ 

3i' Sear& a Map -3 Data Export @ Well Registry Help > Ematl Well Registry information 

Registration Number 

General Consrruction Status Owner Driller PumData 

*u ClxstRalon $foifomMnon 

vYen nepm iff) 395 Water Leet (ff bls, 150 

Casing Oepm cft) 395 Caslng Diameter (in) 6 Casing Type P -STEEL - WRFOWTED OR SLCFcD CASNG 

WeR Data 

W ofHoles kngatedAcres 0 

Pury, Compkhon Repon 

Acre Ft A m  herded Capaaty !G?M) 35 

P m p  CapaatyGPNF, 20 DrawDown$t) 254 

P ~ P  Type S - SUBMERSWLE P w r  Type :pELECTRG ' h4eW f Discharge 2 -METER 

Place of Use 

Township N/S 1RT Range W 1 R R  Secbon 16GAcre 404cre 1 O H c r e  Cadasmi 

N 0 0 E 23 P110?0C23000 1 3  I O  

e: 

l o f l  1,'3/2014 1:05 

https:ligisweb.azwater.gov


Well'Registry Detail hrcps:/i'gisweb.azwater.go~~WellRe~stry~Detail.aspx?Re~5j6 

Home 1 FAQ I L i n k  I C o n t a d  Us 1 Water ReswrOe Data! Imaged RecOrds 

fi Search Map -9 Data Export ti. Well Registry Help I Ernail Well Registry Information 

Regrstratlon Number 

General Construction Status Owner Onlier PtiqData 

Well C o n s h d c n  Wonnabon 

Y*li cepth :fl, 400 'Nater Le& kft bisj 190 

Cas13  De& iff) 400 C a s 3  Diameter (in) 6 Casrig Type P STEEL PERFOWE3 CIR S L C m D  TPSIEIG 

Wen Data 

NO M W k S  kngatedAms 0 Acre = + A m  PlteMed Capacity (GPM) 50 

P m p  Complebon Reporl 

P m p  CapaatyiGPM) 18 DrawDoyrn,ft) 110 

Mettwd of Discharge 2 -METER T - ELECTXK: MOTOR 1 5 P ~ P  Type S -SUBMERSIBLE PowerType HP 

Place of Use 

T o W i p  N/S 1QT Range ENV 1 R P  Secuon 160Acre 404cre 10Acre Cadastnl 

No records to display 

Well Registry 15 P D W s  vel1 database contaming reported information on Well status, l omwn and wnsm?dwn 

e: 

1/2/2014 1 :07 1 



Well‘ Registry Detail https:!/gisweb.azwater.govlWellRegistrylDetail.aspx?RegID=80 1 

Home ! FAQ I Links  I Contact Us 1 Water Resource Data I Imaged Records 

Search Map .J Data Export C Well Registry Help ’ Ernail Well Registry information 
0 

Registration krnber 5sm$99 

General Construction Status Owner Driller PurrpData 

‘Neil ConSw3or hfcrmabon 

Piell Depth (2) 200 Water Level :R bls, i2d 

Casing 3epW ‘R: 80 Caw&! Diameter gin) 6 CasingType P STEEL-PERFCWTED 3R S L O E D  CASING 

well Data 

No O f ~ O i e S  bgatedAcres 0 A a e  F: A m  Herded Capaaty (GPM) 0 

Punp Cornpietian H e m r t  

Pwnp CapaatylGPM) 7 DrawDauniR: 0 

Method of Discharge X -NONE 0 NOPUMPCCDE PowerType 0 -NO POWER CODE 
L i S E D  L S E D  PWP Type 

Place of Use 

Towmhp WS 1 R T  Range EiW l i Z R  Secbwr 160Acre 4 0 A w e  l O A c r e  Cadastral 
~ ~ 

No records to display 

Well Reg% 5 A D W s  well database containmg reponed information on R H  status location and wnstrualon 

e: 

I o f l  1/2/2014 1:07 

https:!/gisweb.azwater.govlWellRegistrylDetail.aspx?RegID=80


Well'Regjstry Detail 

~ 

https:i/gjsw eb.azwater~gov/WellRe@s~/Detail.aspx?RegID=63 I 

1 o f 1  

HOme 1 FAQ I Links j Contact Us I Water R m  Data 1 Imaged Records  

Map 3 Data Export +@ Well Registry Help Email Well Registry Information 

Regstrata? N m b e r  

General Construction Status Owner Driller P u m p M a  

NeU Ccnsiu2on Wormahon 

V\HI Deoth !fl) ZZG Water Level (fl bls, 124 

Casim Depth 80 Castrq Diameter (in) 5 Caeng Type P - STEEL -PERFORATED OR SLO?7EC CASIhG 

Well Da'a 

M Of Holes hgatedAues 0 

Pun0 Cometton Rewrt 

Acre Ft A m  Mended Capacity IGPM) 0 

Plmp Capaaty(GPM) 7 DrawCown rt) 0 

MeWofDisckarge X VONE 0 NO PUMP CODE PowerType 0 -NO PO'AER CODE 
'lmpTme L E E D  LISED 

Place of Use 

Tomshp N/S 1QT Range UW 1RR Section 16GAcre 4OAcre 1 G A m  Cadastral 
~~ -~ 

No records to display 

e: 

112/'2014 1:07 

https:i/gjsw


EXHIBIT KMR-E 



ARfZONA DEPARTMENT OF WATER RESOURCES 
Information Management Unit 
P.O. Box 36020. Phoenix, Arizona 85067-3589 
(602) 771-8527 (800) 352-8488 
wwvv.water.atgov 

I 
1 

0 

* Review instructions prior to completing form 
The registered well owner should file this repor! with the 
folfowing installation of pump equipment 

fr PLEASE PRINT CLEARLY *t 

8C71 W SEPIA ROAD 

PAYSON, AZ 85541 
CRY i STATE_ i ZIP 

C W A C T  ?ERsoN WME T L E  

TELEPHOHE N W E R  FAX 

928-474-9645 

Pump Installation Completion Report I 
i i 

Feet 
ower Tvpe 

f7 DieselEngine Natural Gas 

Gasoline Engine 
f3 Hand 

ElectricMotcf ci Wndmifl 
Other (pkasespeci~) 

LI Bucket & Submersible 
Centrifugal IJ Turbine 
Jet !El Other (pieasespec@j 

CI Piston 

j r  *- LMUS I 
TOTAL PUMPING JFT 1 

S 



formaticv Managemmt Unit 
0 Box 36020, Phoenix. Arizona 85067-3589 

LI Hand 
RAT9 DUMP W P C P  WRSE JOWER WTtNG M W T O R  

Gallons ?er MKwle I 

Turbine ~ Diesel Engine NatLtralGas I 
Electric Motor W:ndn?ill mer (pleasespecify) 

- Gasoline Engine 0 Other (pieasespecify) 

Onfice 
5 Volume 
cf Weir - Flume 

Other (pieasespecify: i 
! 



following insta~iation of pump equipment. 

Frank Kemp:  

426 N. Toya Vis ta  R d .  

Payson,  A 2  85541 

Frank K e m p /  Owner 

I I M I ~ A D D R E S S  

crrr ;s fATE IZLPCOM 

c o N T A c f p E R s o N ~  IWDTRLE 

TELEPHCPIENUllBER FAX 

928-587-5266 

BOOK W P  PpRcEt 

3 0 2  34 383  
C M A J M  WHERE WUL IS LCCATU) 

Gila 

SECTtON 2. EQUIPHEN1 IlYSTALLED 1 

Pump Type 
CHEfXoPE 

I 

Power Type 
cl-EfxC?4€ 

SECTfUW 3. PUMP TEST i 
Pump Test Data 

0 Airline a Electric Measuring Line (Sounder) 
SbelTape 

I 



I .  

EXHIBIT KMR-F 



Drinking Water Quantity-Low Yielding Domestic Water Wells - extension http://www.extensionor~pages/3 1560/drinking-water-quantity-low-~ 

Drinking Water Quantity-Low Yielding Domestic Water 
Wells 
Drinking Water and Human Health - January 04,2011 _ _ _ _ _ - ~  

Contents 

1 Low-yielding domestic water wells (#Low-vieldinn domestic water wells) 
2 Potential health effects associated with low--vielding wells (#Potential health effects associated with low- 

yielding wells) 
3 ODtions for correcting low yield (#Omions for correctinn low vield] 
4 References [#References) 

Low-yielding domestic water wells 

The objective of groundwater resource development is to design and construct a well capable of yielding a pumping 
rate compatible with the needs of the well owner’s intended use. Well yield is generally defined as the rate at which a 
well can be pumped while ensuring that the water level does not drop below the pump intake. It is reported as 
gallons per minute (gpm). Well yield is highly dependent on the characteristics of the aquifer, the construction of the 
well, and the maintenance of the well to assure long-term sustainability of yield 

Aquifer characteristics can vary between highly porous and transmissive sands to low-yielding clays and hard rock. 
Wells completed in more porous, saturated geologic materials routinely result in high-yielding wells. Wells 
completed in less porous clays and bedrock can retard groundwater flow to less than 5 gpm. 

Well construction is important when optimizing yield. The screened portion of the well allows for the movement of 
water into the well while reducing the transport of silt and sands. An improperly sized screen (slots in the screen too 
large OF too small) could allow sediment to dog the well and grit to damage the pErnp. A submersible pump that is 
too shallow could draw down water levels too quickly. This requires the pump to cycle on and off repeatedly as the 
water table rises and falls, often damaging the pump. If water table elevations drop after initial well construction, 
well yield will decline. 

The development of scale within the well and screen is the most common 
cause of a reduction in well yield. Similar to the deposits found inside a tea 
kettle, scale is the hard residue that coats the inside of pipes and well screens 
as the result of precipitation of minerals composed of calcium and magnesium 
carbonates. Naturally occurring iron bacteria (/pa~es/~iii.5.5/drinkin~-water- 
contaminant-iron-and-manganese-bacteria) can plug the pores in the aquifer and 
the opening of the well screen. The bacteria produce accumulations of bioslime 
within the well and increase the rate of scale precipitation, not unlike plaque 
buildup on your teeth. The combined effect of the growth of slime and 
precipitated minerals has been reported to reduce well yield by 75 percent 
within a year of well operation in some locations (Johnson Division, 1972). 

A clogged 

Potential health effects associated with low-yielding wells 

Low-yielding wells are likely to cycle on and off to meet water needs. Rapid and repeated water level changes in the 
area of the well screen allow for the introduction of oxygen in the aquifer. Changes in aquifer geochemistry can occur 
when water-saturated geologic materials are exposed to oxygen, and this can result in naturally occurring minerals 
dissolving into the groundwater. If the aquifer material includes arsenic (/p~es/.1iii44/drinking-water-contaminant- 

1 of2 1/5/2014 2:41 I 



Drinking Water Quantity-Low Yielding Domestic Water Wells - extension http://www.extensionorg/pages/3 1560/drinking-water-quantity-low-y 

arsenic) minerals, an increase in dissolved arsenic may occur (Uhlman, 2008). 

In addition to the potential for loss of well yield, bioslime accumulation may allow for the growth of bacteria that can 
become a serious health concern. E. coli bacteria is the most common bacteria (/oanes/.?ififii/drinkinn-water- 
contaminant-bacterial encountered in domestic wells and can originate from naturally occurring bacteria found in the 
soils. But the most common source of f e d  E. coli in water well systems is an adjacent septic system. In regions of 
warm groundwater (southwestern United States) an overgrowth of bacteria in a domestic well can become a food 
source for other organisms, such as the amoeba N.fowZeri (Artiola & Uhlman, 2009). Domestic wells should be 
tested annually for E. coZi to assure drinking water standards are met. 

Options for correcting low yield 

Wells constructed in low-yielding aquifers are candidates for well deepening and pump lowering if water table 
elevations have dropped. Open-borehole wells, such as those constructed in bedrock, may exhibit increased yield if 
fractured orfracked. Hydro-fiacking consists of sealing portions of the well and increasing the pressure sufficiently 
within the borehole to fracture the rock. Increasing the number and frequency of fractures around the borehole 
allows for the interception of a greater number of water-bearing fractures and may increase yield. 

Shock chlorination ~/Rages/~if;7~/drinkin~-water-treatment-chlorinationl of a well exhibiting elevated bacterial 
contamination removes bioslime that may be plugging the well. Care should be taken to adequately flush the well 
system after shock chlorination because the introduction of chlorine can change the geochemisty of the aquifer and 
induce mobilization of naturally occurring minerals, such as arsenic and lead 

Anecdotal reports of well owners have suggested limited success with the introduction of dry ice into the well. As the 
carbon dioxide (C02) off-gases from the dry ice, the water becomes more acid, which dissolves some of the 
carbonate-based scale and lowers the bacterial count. The agitation of the bubbling dry ice in the borehole is also 
assumed to remove some particulate scale. Larger municipal wells are beginning to design large-capacity water well 
systems to use pressurized C02 gas to sanitize well systems. The downside of the use of C 0 2  is the acidification of 
the water, which increases pipe corrosion. 

Surging and scrubbing the interior of the well piping and screen is the most efficient means by which to increase well 
yield after scale formation. A licensed pump installer mobilizes a pump rig over the well, removes the pump and any 
interior plumbing, and scrubs the well with equipment similar to a large bottle brush. It is recommended that any 
pump maintenance activity that allows for open access to the well should include well surging and scrubbing to 
remove scale, slime, and other particulates from the domestic well. 
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Most of this text was adapted from: Artiola, J. & Uhlman, K. (2009). Arizona Well Owners’ Guide to Water Supply. 
Access online: http://www.wellownerhelpog!intro.html (h~://www.wellownerhelp.orp;/intro.html) 
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14406 S. Cholla Canyon Dr. 

Phoenix, AZ 85044 
Telephone: 480-704-0261 

BEFORE THE ARIZONA 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CON N ECTlON WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-03514A-13-0111 

SUPPLEMENT TO PRE-FILED TESTIMONY 

Kathleen M. Reidhead, "KMR", is an Intervener in the above-captioned matter. KMR submits 
the attached Exhibit KMR-G as additional evidence related to  groundwater supplies in Mesa del Caballo, 
Md C" . 

K M R  refers to  the Well Registry Export Report that was previously submitted as an attachment 
to her letter dated October 7,2013, posted to the docket of this case as Document #148764. She 
reviewed the Imaged Record for each well listed on that export taken from the Arizona Department of 
Water Resources, "ADWR", website, available a t  this link: https://gisweb.azwater.gov/WelIRegistty/ 
SearchWellReg.aspx and obtained as many Well Driller Reports and/or Completion Reports available for 
the 60 wells shown on that export. A number of the wells were found to have been abandoned, never 
drilled, or located elsewhere (not within MdC). A number of the others did not have a completion 
report submitted or other paperwork that showed the depth of water level. However, 32 wells did have 

data available and are attached as Exhibit KMRGshowing depth of water levels in MdC from 1991 to 
2013. You can see from the summary that water levels in MdC have remained fairly consistent over this 

https://gisweb.azwater.gov/WelIRegistty
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22 year period of time, ranging from 80 feet to  276 feet below ground. Since 2011,9 new wells have 
been drilled and all of these recent wells show water available a t  depths between 120 to 276 feet below 
ground. This evidence shows that the acquifer in MdC is productive, which refutes the claims made by 
Payson Water Company, "PWC", that it is "too risky" to drill new wells or to deepen their existing wells. 

K M R  also attaches as Exhibit KMR-H a letter written by Robert Hardcastle in April 2008 to the 
Town of Payson expressing an interest in participating in supplies of water from the Cragin reservoir. 
This letter was written a full 13 months prior to the summer 2009 season when the first water 
deficiencies were claimed by PWC in MdC. It is unclear why Robert Hardcastle would be interested in 
obtaining supplies of water for a problem that had not yet presented itself. 

The volume of evidence presented by KMR clearly shows that there is no need for a tie-in to the 
Cragin pipeline a t  a cost estimated a t  nearly $1.2 Million. it is not even proven that there are water 
deficiencies in MdC, only claims of such. The evidence presented during this rate case certainly tells a 
different story. 32 private well owners in MdC appear to have acquired ample supplies of water. Only 
PWC claims to have inadequate or underperforming wells. That is a claim that warrants further 
investigation, but should not be accepted without proof, in light of the other inaccurate and/or 
misleading claims that PWC has presented throughout the course of this case. 

Respectfully submitted this 7th day of January, 2014. 

Kathleen M. Reidhead, Intervener 
14406 5. Cholla Canyon Dr. 

Phoenix, AZ 85044 

ORIGJNAL and thirteen (13) copies 
of the foregoing were filed this 7th 
day of January, 2014 with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

COPY of the foregoing was mailed 
this 7th day of January, 2014 to: 

Jay Shapiro (Attorney for Payson Water Co., Inc.) 
Fennemore Craig P.C. 

2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016 
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Robert Hardcastle 

3101 State Road 
Bakersfield, CA 93308 

William Sheppard 
6250 North Central Avenue 
Phoenix, AZ 85012 

Thomas Bremer 
6717 E. Turquoise Ave. 
Scottsdale, AZ 85253 

J. Stephen Gehring & Richard M. Burt 

8157 W. Deadeye Rd. 
Payson, AZ 85541 

Glynn Ross 
405 S. Ponderosa 
Payson, AZ 85541 

Suzanne Nee 
2051 E. Aspen Dr. 
Tempe, AZ 85282 



EXHIBIT KMR-G 

Well # Year Drilled 

55-222540 
55-222533 
55-221744 
55-221514 
55-220767 
55-220768 
55-221636 
55-220514 
55-913131 
55-592209 
55-592680 
55-585747 
55-560398 
55-558959 
55-556430 
55-553798 
55-553768 
55-550693 
55-544697 
55-548768 
55-549961 
55-550467 
55-545800 
55-550467 
55-540604 
55-542028 
55-540136 
55-539625 
55-539488 
55-539490 
55-539229 
55-53 1101 

2013 
2013 
2013 
2013 
2012 
2012 
2012 
2011 
2011 - 
2002 
2002 
2001 
1997 
1997 
1997 
1996 
1996 
1996 
1995 
1995 
1995 
1995 
1995 
1995 
1994 
1994 
1993 
1993 
1993 
1993 
1993 
1991 

Summary of Mesa del Caballo Wells 
1991-2013 Depth to  Water Levels 

Address 

7555 N. Caballero 
7511 N. Caballero Rd. 
8211 W. Barranca Rd. 
7426 N. Toya Vista Rd. 
8058 W. Hallway Dr. 
8071 W. Sepia Rd. 
8129 W. Sepia Rd. 
7581 N. Toya Vista 
8022 W. Stallion Rd. 

Hallway 6F 
?? Brooke Utilities ?? 
605 W. Arabian Way 
HCR Box 588A 

HC8 BOX 700-S 

HC3 BOX 519-M 
HC3 BOX 593-1 
HC3 Box 519H 
1620 N. McLane 
HCR Box 588 
HCR BOX 562-E 
HC 3 BOX 518-K 
HC 3 BOX 518-C 
P.O. Box 58 
P.O. Box 2357 

?? Phoenix Address listed ?? 
8166 W. Sepia Rd. 

HC 3 Box 573 

P.O. Box 564 
P.O. Box 2880 

HCR 5794  

HCR 573-G 

HC 3 BOX 573-E 

Depth of Well 

400 
400 
400 
400 
400 
400 
400 
400 
405 
205 
360 
400 
440 
300 
300 
3 60 
320 
320 
420 
380 
280 
340 
340 
340 
240 
300 
260 
300 
240 
260 
220 
400 

Depth to Water 

226 
231 
2 13 
236 
234 
276 
252 
230 
120 
80 
189 
155 
198 
265 
185 
177 
171 
168 
225 
174 
184 
185 
177 
185 
180 
220 
185 
155 
165 
167 
166 
177 



ARIZONA DEPARTMENT OF WATER RESOURCES 

P.O. Box 36020, Phoenix, Arizona 85067-3589 
Information Management Unit Well Driller Report 

(602) 771-8527 * (800) 352-8488 

- I s 

** PLEASE PRINT CLEARLY ** / 3'EP 3 02013 / 

AERO DRILLING AND PUMPS, INC. 108 
ADDRESS TELEPHONE NUMER 

P.O. BOX 499 928-474-2376 

PAYSON, AZ 85547-0499 
CITYISTATVZIP FAX 

PERMtT NUMBER ( IF ISSUED ) 

IIANA L. HALSEY 
WAILING ADDRESS 

'555 N. CABALLERO 
CfTY I STATE I ZIP 

7555 N. Caballero 
lOWNSHlP(NIS) RANGE(E/W) SECTION 1WACRE 40ACRE IOACRE 

11N 1OE 23 NE 114 SE 114 NW 114 

LONGITUDE LATITUDE 

'AYSON, Az 85541 
CONTACT PERSON NAME AND TITLE 

" ~ 1 1 1 1  17 ' 3 6 . 6  *w 
3&grees0 I L&ttes I '&&ids 

METHOD OF LATITUDE I LONGITUDE (CHECK ONE) 
Oegrees I Minutes 1 Seconds 

'GPS: Hand-Held 

TELEPHONE NUMBER FAX 

j28-474-5815 
WELL NAME (e.g.. MW-1. PZ-3. Lot 25 Well. Smith Weli. etc) 

USGSQuadMap 0 ConventimalSurvey fi 'GPS:SurveyGrade 

LAND SURFACE ELDIATfON AT WELL 

5182 Feet Above Sea Level 

*GPS: Hand-Held 

'GPS: Survey-Grade 

METHOD OF ELEVATIDN (CHECK ONE) 

USGSOuadMap ConventionalSurvey 

NAD-= other(pieasespeciiy): 

'IF GPS WAS USED. GEOGRAPHIC COORDINATE DATUM (CHECK ONE) 

I I I I 

SECTION 3. WELL CONSTRUCTION DETAILS 
Drill Method 1 Method of Well Development I Method of Sealing at Reduction Points 

COUNTY 

Gila 

CHECK ONE 

0 Air Rotary 
[7 Bored or Augered 

CableToot 
0 Dual Rotary 

Mud Rotary 
0 Reverse Circulation 
0 Driven - 

ASSESSORS PARCEL ID NUMBER 
8001( MAP PARCEL 

302 I 34 I OllB 

CHECK ONE 

Airlift 
0 Bail 
0 SurgeBack 
CI Surgepump 

Other (please specify) 

u Jetted 
0 Air Percussion / Odex Tubina 

CHECK ONE 

19 None 
0 Packed 
0 swedged 
0 Welded 

Other (please specify) 

Condition of Well I Construction Dates 
CHECK ONE I DATE W E U  CONSTRUCTION STARTED - 

Capped 0 Other (please specify) 

Pump Installed 

9/4/13 

9/6/13 
DATE WELL CONSTRUCTlON COMPLETED 

DWR-55-55 (Revised 03/07/06) Page 1 of 4 



Well Driller Report and Well Log 

DEPTH FROM ANNULAR MATERIAL TYPE ( X  ) 
w BENTONITE SURFACE 

IF OTHER TYPE OF ANNULAR MATERIAL. 
FROM 
(feet) DESCRIBE 

0 20 X 

ELL REGISTRATION NUMBER 

FILTER PACK 

-1 

SIZE n u  = P  
.;: 3 

I 400 Feet Below Land Surface 400 Feet Below Land Surface I 
Water Level Information 

STATIC WATER LEVEL I DATE MEASURED 1 TIME MEASURED I IF FLWING WELL. METHOD OF FLOW REGULATON 

1 Borehole Installed Casina 1 
DEPTH FROM MATERIAL TYPE ( X ) 

SURFACE I l l  
PERFORATION TYPE ( x i  

~ 

SLOT SIZE 
IF ANY 
(inches) 

k X 1 6  

~ I 

DWA-55-55 (Revised 03/07/06) Page 2 of 4 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Information Management Unit 
P.O. Box 36020. Phoenix, Arizona 85067-3589 

www.water.az.gov 
(602) 771 -8527 (800) 352-8488 

'AYSON, AZ 85541 
CONTACT PERSON NAME AND TITLE 

Well Driller Report 
and 

Well Log 

34 O I 17 ' 1  4.4-Nl 1 1 1  O 1 17 137.6 -w 
Degrees Minutes Seconds Degrees Minutes Seconds 

'GPS: Hand-Heid METHOD OF LATITUDE I LONGITUDE (CHECK ONE) 

. This report should be prepared by the dritler in detail and filed w A(11-10) 23 AD9 
30 days following completion of the well. 

TELEPHOFlE NUUBER I FAX 

SECTION 2. REGSTRY INFORMATION 
Well Owner 1 Location of Well 
FULL NAME OF COWANY. ORGANIZATION OR INDNIDUAL I WELL LOCATON ADDRESS (IF ANY) 

- 0 USGSOuadMap COrmentionalSuwey 

LAND SURFACE ELEVATION AT WELL 

0 'GPS:Suwey-Grade 

IAN & BARB PRUETT 17511 N. Caballero, Mesa Del Caballo 
MAILING ADDRESS pOWNSHlP(WS)IRANGE(E/W) I SECTION I 1GoACRE 1 MACFIE I 10ACRE 

Q8-978-5424 1 
WELL NAME (e.g.. MW-1. PZ-3. L a  25 Well, Smm Well. etc) 

'51 1 N. CABALLERO RD. I11N I10E 1 2 3 I NE 114 I SE 114 1 NW 114 
ClTy I STATE I ZIP I LATITUDE I LONGITUDE 

5180 Feet Above Sea Level 
'GPS: HanbHeld MRM)D OF ELEVATION (CHECK ONE) 

COUNTY 

Gila 

ASSESSOR'S PARCEL ID NUMBER 
BOOK MAP PARCEL 

302 1 34 I 004P 
SECTION 3. WELL CONSTRUCTIC 
Drill Method 

a Air Rotary 

[23 Cable Tool 
0 Dual Rotary 

Mud Rotary 
0 Reverse Circulation 

Driven 
Jetted 

0 Air Percussion / Odex Tubing 
CJ Other (please specify) 

CHECK ONE 

Bored or Augered 

I I I 

I DETAILS 
Method of Well Development I Method of Sealing at Reduction Points 

CHECK ONE 

a Airlift 
0 Bail 
0 SurgeBack 
0 Surgepump 

Other (please specify) 

Condition of Well 
CHECK ONE 

Capped 
Pump Installed 

CHECK ONE 

a None 
0 Packed 
0 Swedged 
0 Welded 

Other (please specify) 

Construction Dates 
3ATE WELL COPJSTRUCTKXI STARTED 

8/20/13 

8/20/13 
JATE WELL CONSTRUCTION COMPLETED 

DWR-55-55 (Revised 03/07/06} Page 1 of 4 

http://www.water.az.gov


Well Driller Report and Well Log 

DEPTH OF BORING 

400 Feet Below Land Surface 

2la 

DEPTH OF WkWLETED WELL 

400 Feet Below Land Surface 

WELL REGISTRATION NUMBER V] 

STATIC WATER LEVEL 

2 3 1  Feet Below Land Surface 
DATE NlEASUREO TkME MEASUREO (F FLOWING WELL. METHOD OF FLOW REGULATION 

8 / 2 0 / 1 3 CjVaive 0 Other: 

Borehole 1 Installed Casina 
TYPE ( X ) l  

IF OTHER 
TYPE. 

DESCRiBE 

IF ANY 
(inches) 

Drilled/% X 16 

I Installed Annular Material 
ANNULAR MATERIAL TYPE ( X I  I FILTER PACK 

DWR-55-55 (Revised 03/07/06) Page 2 of 4 



Arizona Department of Watftr Ressources 
Water Management Division 
P.O. Box 36020, Phoenix, AZ 85067-6020 
(602) 771-8627 (602) 771-8690 fax 

Pump Installation 

P a y s o n ,  A 2  85541 
CONTACT PERSON NAME AND TITLE- 

foH0fi-g installation of pump equipment. 

BOOK MAP PARCEL 

302 34  3 8 3  

Completion Report I 

- 
TELEPHONE NUUBER FAX 

928-587-5266 

155- 221514 I 

Gila 

Frank Kemp I 7476 N. Tnva Vint .a  R d -  
MAlFiNG ADDRESS 1 m O U W I P N G E W b 1  SECTION [ IWACRE I 4OACRE I 1 0 A m  

373 Feet 
FORFLOWNGWELL. n m  
MEASUREO SHUT IN Hu\D PSI 

426  N. Toya Vista Rd. I 11N I 10E I 23 1 SEXIINW %INW % 
ClTY I STATE I ZIP CODE 1 COUNTY ASSESSOWS PARCEL IO NUMBER (MOST RECENT) 

I 

3/18/13 
Pump Type 
CHECK ONE 

n Air Lift 0 Rotaty 
Bucket rn submersible a Centrifugal Turbine 
Jet 

t3 Piston 
0 Other @ease specify): 

RATED PUMP W A C W  

5 

pitless Adaptor 
CHECK ONE (SEE INSTRUCTIONS FOR DEFlNlfloN) 

Was a pitless adaptor installed? 

t~ YES, mpni BELOW GROUND LEVEL THE ~ ~ l t c ~  WAS WTALLED 

Power Type 
CHECK ONE 

0 Diesel Engine NaturalGas 
ElectricNlotor a Windmill 

fl Gasoline Engine 
Hand 

0 Yes 
El No 

Feet 

c3 Other @kas specify): 

HORSE POWER RAT(NG OF MOTOR 

Measuring Line (Soundw) 

TOTAL W i N G  LIFT 

DvIlR 5556 (REVISED OslZolO) Pagf? 1 of 1 



Well Driller Report and Well Log 

DEPM OF BORING 

380 Feet Below Land Surface 

WELL REGISTRATION NUMBER 155-2215141 
DEPTH OF COMPLETED WELL 

380 Feet Below Land Surface 

I SECTION 4. WELL CONSTRUCTION DESIGN (AS BUILT) (attach additional page if mecietj) I 

I 236 Feet Below Land Surface 3 / 1 8 /  1 3 I I UValve Other: 

SIZE 

SLOT SIZE 
IF ANY 
(I-) 

i X 16 

DWR-5555 (Revised 03/07/06) Page 2 of 4 



, Arizona 85067-3589 

30 days following completion of the well. 

** PLEASE PRINT CLEARLY ** 

’AYSON, AZ 85541 
CONTACT PERSON NAME AND TITLE 

DWR LICENSE NUMBER 

ERO DRILLING AND PUMPS INC. 

34 O 17 3.8 -N 1 1 1  * 17 ’ 48.4”~ 
Degrees Minutes Secoods Degrees Minutes Seconds 

METHOD OF LATITUDE I LONGITUDE (CHECK ONE) ‘GPS: Hand-Held 

308 HARDMAN 1 8211 W. Baranca Rd. 
MAlLlNG ADDRESS FOWNSHIP(N6)I RANGE (EiW) I SECTION I 160ACRE I 4OACRE I IOACRE 

TELEPHONE NWBER FAX 

,28474-3827 
WELL NAME (e Q , MW-1, PZ3. L d  25 WeH. smsh Wl, etc.) 

)211 W. BARRANCA RD. I 11N I 10E I 23 I NE 114 I SW 114 I NE 114 
C W  I STATE I ZIP 1 LATITUDE I LONGITUDE 

- 

USGSQwdMap ConventiOnalSurvey 0 %PS:Swvey-Grade 

LAND SURFACE ELEVATION AT WELL 

5154 Feet Above Sea Level 
METHOD OF ELEVATION (CHECK ONE) 

USGSQuadMap 0 ConventmlSurvey 

[9 NAD-83 0 other(pleasaspedfy): 

‘GPS:HandHeM 

0 ‘GPS- Survey-Grade 

‘IF GPS WAS USED. GEOGRAPHK: COORDINATE DATUM (CHECK ONE) 

COUNM ASSESSORS PARCEL ID NUMBER 
BOOK MAP PARCEL 

Gila 302 1 34 I 469C 

CHECK ONE 

Air Rotary 
c] BoredorAugered 

CableTool 
0 DualRotary 
0 MudRotary 
0 Reverse Circulation 
c] Driven 

Jetted 
Air Percussion I Odex Tubing 

El Other (pleasespecify) 

CHECK ONE 

Airlift 
Cl Bail 
0 SurgeBack 
0 Surgepump 

Other (please specify) 

con OfWI 
CHECK ONE 

CHECK ONE 

El None 
0 Packed 

Swedged 
c] Welded 

Other (pleasespecify) 

1/29/13 

1/30/13 
DATE WELL CONSTRUCTION COMPLETED 

Pump Installed 

I state that this nofiu? is filed in compliam with A. R.S. Q 45596 and is complete and wrrecf to the best of my knowledge and belief 
QUALIFYING PARTY DATE 

1/30/13 
DRILLING FIRM 
Aero Drilling & Pumps, Inc. 

DWR-55-55 (Revised 03/07/06) Page 1 of 4 



owm OF BORING 

400 Feet Below Land Surface 

DEPTH OF COMPLETED WELL 

400 Feet Below Land Surface 

IF OTHER TYPE OF ANNULAR MATERIAL, 
DESCRIBE 

I 1 

DATE MEASURED STATIC WATER LEVEL 

213 Feet Below Land Surface 1 / 3 O/ 1 3 

DWR-55-55 (Revised 03/07/06) Page 2 of 4 

TWE MEASURED IF F L O W G  WELL. METHOD OF FLOW REGULATION 

UValve 0 Other: 

SIZE 



ARIZONA DEPARTMENT OF WATER RESOURCES 
information Management Unit 
P.O. Box 36020, Phoenix, Arizona 85067-3589 Pump Installation Completion Rep 

Pg* I (602) 771-8527 * (800) 352-8488 
www.water.az.gov 

rOWNSHlP (NIS) 

/ i n /  

WMDALL COOK 

3071 W. SEPIA ROAD 

'AYSON, AZ 85541 

W L m  ADDRESS 

CITY I STATE I ZIP 

CONTACT PERSON NAME AND TITLE 

RANGE (EM) SECnON 160 ACRE MACRE IOACRE 

i o E  2 3  /JE 114 re 114 114 

302 BOOK - 34 JPARCEL 003D 

1 I 

TELEPHONE N W E R  

328-474-9640 

0 Air Lift 
Bucket 

0 Centrifugal 
0 Jet 

Piston 

FAX 

0 Rotary 
Submersible 

0 Turbine 
0 Other (pieasespecify) 

Feet 
owec lvoe 

Diesel Engine 
6zJ Electric Motor 0 Windmill 
0 - Gasoline Engine 

0 Natural Gas 

0 Other (please specify) 

RATED PUMP CAPACITY 

/ 5  Gallons Per Minute 

U Hand 
HORSE POWER RATING OF MOTOR 

/@ -$@ 

DATE WELL TESTED 

Q /4rf=- 
STATIC WATER LEVEL (A) 

Feet Below Land Surface 3 76 
WMPING WATER LEVEL (6) 

2 8  / Feet Belaw Land Surf- 

DRAWDOWN I (e) - (A) 1 ,x 5 
TEST PUMPING RATE 

/ 5  Gallons PM Minute 

WRATION OF PUMP TEST (Mmmun 4 Hass) 

fc ** Hours 

u 3 i  Feet 

TOTAL PUMPING LIFT 

0 FT 
PSI 

FOR FLOWING WELL, MEASURED SHUT IN HEAD 

CHECK ONE 

0 Bailer 

0 Current 
Estimated - Air Lift 

0 Gauge 
Meter 

Bucket - Barrel - Stopwatch 

0 Orifice 
I7 Volume 

Weir - Flume 
0 Other (please specify) 

* -  

W b d  of Weasurtng Water Level 

I CHECK ONE 

Air Line 
0 Electric Measuring Line (Sounder) 
0 SteelTape 
0 Other (pleasespecify) 

S 

DWR-55-56 (Rev. 02/06/06) 

http://www.water.az.gov


, P9.213- I 
WELL REGISTRATION NUMBER 

Feet Below Land Surface f 9/4/ 1 2 

I 55-220768 I 

I nValve 0 Other: 

Well Driller Report and Well Log 

SECTION 4. WELL CONSTRUCTION DESIGN (AS BUILT) (attach additional page if needed) 
DEPTH OF BORING I DEPTH OF COMPLETED WELL I 

Feet Below Land Surface 400 400 Feet Below Land Surface 

SLOT SIZE 
IF ANY 
(I-) 

X 16 

IF OTHER TYPE OF ANNULAR MATERIAL. 
DESCRIBE 

DWR-55-55 (Revised 0307106) Page 2 of 4 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Information Management Unit 

I 
P 0. Box 36020, Phoenix, Arizona 85067-3589 Pump installation Completion Report 

file this report with the De 

Air Lift 

0 Other (please specify) 0 Piston 

STATIC WATER LEVEL (A) 

%3+ Feet Be- Land Surfmx 

2s-c Feel Below Lard  Surface 

PUMPING WATER LEVEL (6)  

DRAWDOWN [ (6) - (A) I 

z2 
E S T  PUMPING RATE 

/ z  Gallons Per Minute 

DURATION OF PUMP TEST (Minlmun 4 Hours) 

Hotvs 
< 

Bailer 

0 Current 
0 Estimated - Air Lift 

Gauge 
0 Meter 
0 Orifice 

Volume 
0 Weir - Flume 
0 Other (please specify) 

Bucket - Barrel - Stopwatch 
0 Air Line 
@ Electric Measuring Line (Sounder) 
[7 SteelTape 

Other (please specify) 

0 Air Line 
@ Electric Measuring Line (Sounder) 
[7 SteelTape 

Other (please specify) 

. I 
TOTAL PUMPING LIFT 

256 Feet 

FOR FLOWING WELL, MEASURED SHUT IN HEAD 0 FT 
0 PSI 

I HEREBY CERTIFY that the above sfetements a* true to the best of my knowledge and bebf according to A R. S 3 45600( B) 
DATE 

l / / o / / z  
DWR-55-56 (Rev. 02/06/06) 



Well Driller Report and Well Log 

DEPTH OF BORING 

400 Feet Below Land Surface 

I 55-220767 I 

DEPTH OF COMPLETED WELL 

400 Feet Below Land Surface 

1 SECTION 4. WELL CONSTRUCTlOhl DESIGN (AS BUILT) (attach additional page if needed) I 

water Level znfonnatlon 

234 Feet Below Land Surface 9/10/12 ClVatve Clother. - 

-7 

STATIC WATER LEVEL DATE MEASURED TIME MEASURED IF FLOWING WELL, METHOD OF FLOW REGULATION 

I Borehde 
DEPTH FROM I SURFACE I DEPTH FROM 

SURFACE 

0 1 2 0 1 6  

0 340 4.5 
340 400 4.5 

IF OTHER N P E  OF ANNULAR MATERIAL, 
DESCRIBE 

IF OTHER 
TYPE, 

DESCRIBE 

I r i l l e d  

DWR-55-55 (Revised 03/07/06) Page 2 of 4 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Information Management Unit 
P 0 Box 36020, Phoenix, Arizona 85067-3589 

www water.= gov 
(602) 771-8527 * (800) 352-8488 

TELEPHONE NUMBER 

602-751 -0756 

Well Driller Report /'-) 

FAX 

and 
Well Log 

OCT 0 3 2012 30 days following completion of the well. 

** PLEASE PRINT CLEARLY ** 

Well Owner 
FULL NAME OF COMPANY. ORGANIZATION OR INDNIDWL 

SECTIONS. WELL CONSTRUcTI( 
Drill Method 
CHECK ONE 

Air Rotary 
Bored or Augered 

c] CableTool 
DualRotary 
MudRotary 
Reverse Circulation 

0 Driven 
Jetted 
Air Percussion / Odex Tubing 
Other (please specify) 

Location of Well 
WELL LCXXTION ADDRESS (IFANY) 

0 1 17 *13s~MzI 117 
Minutes 

'GPS Hand-Held 

3 4  
Degrees Minutes 

METHOD OF LATITUDE I LONGITUDE (CHECK ONE) 

USGS Quad Map Conventma1 Survey 0 'GPS Survey-Grade 

LAND SURFACE ELEVATION AT WELL 

5180 Feet Above Sea Level 
MEMOD OF ELEVATION (CHECK O N E )  

U S G S Q M ~ M ~ ~  Cunventionalsurvey 

'GPS Hand-Held 

'GPS Survey-Grade 

I F  GPS WAS USED. GEOGRAPHIC COORDINATE DATUM (CHECK ONE) 

CHECK ONE 

El Airlift 
c] Bail 

SurgeBadc 
0 Surgepump 
0 Other (pleasespecify) 

CHECK ON€ 

%I None 
0 Packed 

Welded 
0 Other (pleasespecify) 

cl swedged 

I 

Condition of Well IconstructionDates 
CHECK ONE 1 DATE WELL CONSTRUCTION STARTED 

a/30/12 
DATE WELL CONSTRUCTION COMPLETED 

Capped 
@ Pump Installed 9/3/12 

I f state that this notice is filed in compliance with A.R.S. 6 45596 and is complete and mmcf to the best of mv knowEedae and belief 
u .. 

DATE 

9/3/12 
DRILLING FIRM 
Aero Drilling & Pumps, Inc. 

DWR-55-55 (Revised 03/07/06} Page 1 of 4 



Well Driller Report and Well Log 

DEPTH OF BORING 

400 Feet &low Land Surface 

WELL REGISTRATION NUMBER 

55- 221 636 

DEPTH OF COMPLETED WELL 

4 0 0  Feet Below Land Surface 

STATIC WATER LEVEL DATE MEASURED TIME MEASURED 

2 5 2  Feet Below Land Surface 9 / 3 / 1 2 
IF FLOWING WELL, METHOD OF FLOW REGULATION 

UValve Other: 

n 
E IFOTHER 

PIPE, 
v) DESCRIBE 

IF ANY 
( l e s )  s 

I I 
IDr i l l edI$  X 16 

DWR-55-55 (Revisad 03/07/06) Page 2 of 4 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Information Management Unit 
P.0 Box 36020, Phoenix, Anzona 85067-35 

* This report should be prepared by the driller in de 
30 days following completion of the well 

** PLEASE PRINT CLEARLY ** 

ClTYlSTATElZlP 

PAYSON AZ 85547-0499 

wdf 
-OREN JOHNSON LIVING TRUST 

FULL NAME OF COMPANY. ORDANIZATION OR WDMWAL 

MAKING AWRESS 

' 0  BOX601 
CiTY I STATE I ZIP 

Loctrtion of WdI 
WELL LOCATION ADDRESS (IFANY) 

7581 N. Yova Vista 
TOWNSHIP(NIS) RANGE(UW) SECTION 160ACRE 4DACRE lOACRE 

11N 1 0 E  23 NE $14 SW 114 NE 114 
A T  TUDE LONGITUDE 

'AYSON, AZ 85547 
CONTACT PERSON NAME AND TITLE 

O 117 * lO6&;~1 111 O (17 . I 5;A;w 
Degrees Clknutes 

34 
Degrees Minutes 

METHOD OF LATITUM I LONGITUDE (CHECK O M )  %PS: Hand-Held 

G E ~ I O N  3. WELL CONSTRUCTK) 
Drill Method 

TELEPHONE NVMBER FAX 

328-474-5796 
WELL NAME (e g MW-' PZ-3 Lot 25 Wel: Smith Weli elc ) 

CHECK ONE 

Air Rotary 
0 Bored or Augered 
0 CableTool 
D Dual Rotary 
0 Mud Rotary 
CI Reverse Circulation 
0 Driven 
0 Jetted 
0 Air Percussion / Odex Tubing 
17 Other (pleasespecify) 

USGSQuadNlap 0 ConventtonalSuivey 0 *GPS.Survey-Grade 

LAND SURFACE ELEVATION AT WELL 

Feet Above Sea Level 4890 
METHOD OF ELEVATiON (CHECK D M )  

[7 USGS &ad M ~ O  0 Convertlonai s w v e y  'GPS Survey-Grade 

*IF SPS wns USED, GEOGRAPHK: COOROINATE DATUM (CHEW ONE) 

'GPS Hand-Hdd 

NAD-83 Other(pleasespealij) 
L 

c o w  ASSESSOR'S PARCEL 10 NUMBER 
SOW MAP PARCEL 

302 34 360 Gila 

CHECK ONE 

t9 Airtiff 
0 Bail 
0 SurgeBack 
0 Surgepump 
0 Other (please specify} 

(;ondEt)onofW&l 
CHECK ONE 

0 Capped 
Pump installed 

Method of Sealing at Reduction Points 
CHECK ONE 

None 
Packed 0 swedged u Welded 

0 Other (piease specify) 

Construction Dates 
DATE WLLL CONSTRUCTON STARTED 

5/30/11 
6/7/11 

?ATE WELL CONSTRUCTON COMPL€rED 

DWR-5555 (Revised 03/07/06) Page 1 of 4 



Pg. 4% 

DEPTH OF BORING 

400 Feet Below Land Surface 

Well Driller Report and Well Log 

DEPTH OF COWLETED WELL 

400 Feet Below Land Surface 

WELL REGISTRATION NUMBER 

55- 220514 1 

Water Level Information 
STATIC WATER LEVEL DATE MEASURED TIME MEASLRED IF FLOWING WELL M N O D  OF FLOW REGUIATON 

2 30 Feet Below Land Surface 6/7/11 OVatve Clother 2 

I Borshole I 
I 

DEPTH FROM DEPTH FROM 
SURFACE SURFACE 

8taHed Casina 

IFOTHER 1: 
TYPE. ,Y 

DESCRIBE Y 

rn 
3 

I I I I t I I l  

IF OTHER TYPE Of ANNULAR MATERIAL, 
DESCRIBE 

FILTER PACK 

DWR-55-55 (Revised 03/07/06) Page 2 of 4 



Arizona Department of Water Resources 
Information Management Unrt 
p.0. Box 36020 Phoenix, Arizona 85067-3589 
(602) 774-8627 (800) 352-8483 
www.wa~.az.gov 

CONTACT PERSON NAME AND TITLE 

ELEPHONE NUM8ER FAX 

928 4786887 

Well Driller Report 
and 

Well Log 

f4ElHOD OF LATlTUDERONGlTUDE (CHECK ONE) W S  H * W  

usGs(*ladMap -srrvev GPS SrxVevGmde 

LAND SURFACE ELNAXON AT W L L  

FBetAtweSeaLI3J-d 

FILE NUMBER 

THIS REPORT MUST BE FILED WITHIN 30 DAYS OF COMPLETING THE WELL. At''-10)24 
W E L L  REGISTUATION NUMBER 

%ELL WhE leg Mw-1 PZ-3 lot25Wl Sm&Wl eh i 

PLEASE PRINT CLEARLY USING BLACK OR BLUE INK 

METHOD OF ttEVATlON (CHECK ONE) Y;PS Wsc-Hetd 

USGS Q& MFQ GaNentonalsurwy =suua/GraB 

-IF GPS WAS USED GEOGRAPHIC COORDINATE QATUM (CHECK ONE) 

MAL343 0 m e r - W )  

55 - 913123 
PERMIT NUMBER (IF ISSUED) 

8 0 0 K  MAP PARCEL 

302 34 01 4H 

I COUNTY 

L 
Drflling Nlettrod 
CHECK ChlE 

Cable Tool 
Dual Rotary 
Mud Rotary 
Reverse Circuktion 
Driven 
Jetted 
Air Percussion I Odex Tubing 
Other (please specify) 

Method of Well Development 
CHECK ONE 

Ball 
Surge WOCk 

Surge Pump 
Other (please specify) 

C m d h  of weti 
CHECK ONE 

Capped 
f l i p  instailed 

-.- 

Method af Sealing at Reduction Pointa 
CHECK ONE 

<POW 
Packed 
Swedged 

Welded 
Other (please specify) 

Construction Dates 
DATE WELL CONSTRUCTION STARTED 

5 - J . 5  / /  

f sf3h that fhis noQc&&m compliape with 4 R S 53-96 and fs complete and coffecf to fhs lmsf of my knowledge and &l@f - 



Well Driller Report and Well Log 

I 
I 

I 

IF OMER TYPE OF A W W I  MATERIAL. 
DEScFmE 

I I I I  I t !  

I I I t  I 1 1 1  I 

k 

lLTER PACK 
7 

I 

4 

OWR 5555 ( R E W D  WO?K6) PAGE 2 OF 4 



Well Driller Report and Well Log 

Pg. 3 / 3  
WELL REGISTRATION NUMEE 

I I 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Records Management Section 
500 N. 3rd Street * Phoenix, Arizona 85004 
(602) 417-2405 (800) 352-8488 

, DriBing Firm 

CENTRAL ARIZONA DRtLLING COMPANY 

495 

520476-2920 

NAME 

O W  LICENSE NUMBER 

TELEPHONE NUMBER F A X  

1 

:r  

Review instructions prior to completing form 
This report should be prepared by the driller in detail 
30 days following completion of the well. 

‘7 14 oz_ 
Drill Method 

** PLEASE PRINT CLEARLY ** 
SECTION 1. REGISTRY 1NFORMATlON 
Well Owner I Location of we11 I WELL LOCATION ADORES (IF KNOWN) FULL NAME OF COMPANY. ORGANMTION OR INDNIWAL 

1 2r 02, 
Method of Well Development 

IAN0 SURFACE ELEVA 

1 SECTION 2 DRiLLlNG AUTHORIZATION 1 

CHECK ONE 

Air Rotary B Bored or Augered 
CableTool 

0 DualRotary 
0 MudRotary 
0 Reverse Circulation 
0  riven 
17 Jetted 
0 Air Percussion I Odex Tubing 

Other (please specify) 

DWR-55-55-10/01 (Rev.) 

- .- - 

CHECK ONE 

p i f i  

SurgeBack 
0 Surge Pump 

Other (pleasespecify) 

Bail 

Water Level Information 
STATIC WATER LEVEL 

F FLOWING WELL. METHOD OF FLOW Rixmnm 

0 Valve 0 Other 
Method of Sealinq at Reduction Points 

CHECK ONE 

0 None 
17 Pack& 

Swedged 
c] Welded 

Other (please specify) 
G 6 c o m  

Feet Below Land Surfam 
M T C  MEASUREO 



Well Driller Report and Well Log 

DEPTH OF BORING 

WELL REGISTRATION N U F E R ,  

55-592209 ' ' 

DEPTH OF COMPLETED WELL 

I SECTION 4. WELL CONSTRUCT&M$ b E w  , 4AS BUILT) (attach additionat page if needed) I Le;' * 

Borehole 
DEPTH FROM 

SURFACE I 7" DIAMETER 

3-t- + 

I Installed Annular Material 1 



A 

Pi!. I/% Arizona Department of Watei Resources 
Records Management Section 
500 N. 3rd Street + Phoenix, Arizona 85004 
(602) 417-2405 + (800) 352-8488 

Pump Installation Completion Report 
I 

%€wf-RIVZl &In9 H M m d  
MAILING ADDRESS 

P.0-euu A/4/7 
CITY I STATE I ZIP CODE 

/ 5 1 / q r ~ ~ 0 &  t / ~ d  BJ-S~W 
CONTACT PERSON NAME AND TITLE 

0:. Review instructions prior to completing fo 
0 The registered well owner should file this 

following installation of pump equipment. I pm REG~STRATION NUMBER 

HmWw L F  

//& .e’/#&- A 3 Ax&% 545% 96% 

3 02 .3u Q O G B 2 1  

TGWNSW(NIS) RANGE (E#) SECTION ?WACRE 40ACRE 10ACRE 

COUNTY ASSESSOR’S PARCEL ID NUMBER (MOST RECENT) 
BOOK MAP P A R C E L - & p a  F 

RATED PUMP CAPACITY 

5- Gallons Per M i ~ l t e  

1 I I 

HORSE W E R  RATING OF MOTOR 

Pump Type 
CHEW ONE 

Air Lift El RotaFy 
Bucket 5 Submersible 

111 Centrifugal 0 Turbine 
Jf?t 

0 Piston 
Other (please spec@$: 

Power Type 

0 DieselEngine 0 Windmill 

0 Gasoline Engine 
Hand 

0 NaturalGas 

CHECK ONE 

ElectricMotor Other (please speciy): 

G a l h  Per Minute 
DURATION OF PUMP TEST (t4iinimum 4 Harm) 

Hours 

3/ 3- Feet 
TOTAL PUMPING LIFT 

0 Bailer a Bucket - Barrel - Stopwatch 
0 Current 
0 Estimated - Alr Lift 
0 Gauge 

Meter 
0 Orifice 

Volume 
17 Weir - FIurne 

Other (please specjfy): 

Air Line 
@ Electric Measuring tine (Sounder) 

Steeliape 
Other (phase specify): 



Well Driller Report and Well Log 

DEPTH OF BORING 

360 Belaw Land Surface 

WELL REGISTRATION NCIhWER 

55- 592680 1 

DEPTH OF COMPLETED WELL 
Feet Below Land Surface 3613 

1 SECTION 4. WELL CONSTRUCTION D m  I 

DEPTH FROM 
SURFACE 

'9 
PERFORATION TYPE ( X )  

Insfalkd Annular Materiat 
ANNULAR MATERIAL TYPE ( X 1 

IF OTHER TYPE OF ANNULAR MATWLAL. 
DESCRIBE 

I 

1/4 X 20 

~ 



ARIZONA DEPARTMENT OF WATER RESOURCES 
500 North 3rd Street 

Phoenix, Arizona 850014 

19. Remarks: 

DWR55-557195 (Rev) 

1. 

2. 

3. 

4. 

5. 

6. 
7. 
8. 
9. 

50 NOT WfWE IN THIS SPACE 
OfFfcE RECORD 

Registration NO. 66- 685747 
File No. & I t - I O )  23 ADB 
f&m%ved BY 

Entered BY 

WELL DRILLER REPORT 

This report should be prepared by thedriller in all detail and filed with the Department within 30 days 
following completion of the well. 

AERO DRILLING AND PUMPS, INC. 
P.O. BOX499 
PAYSON, AZ 85547-0499 

-d 
~ E ~ ~ R ~ S ~ G ~  1 

Owner Name: Brooke U t i l i t i e s  
Address: 1011 S. Stover Rd., Pavson, AZ 85541 

City State Zip 

Location: 11N N/S 1OE ENV 23 x hW % SE % NE 
Township Range Section 1 &awe 40-acre 160-acre 

Well Registration No. 55585747 (Required) 

Permit No. N /A (if Issued) 

DESCRIPTION OF WELL 

Total depth of hole 400 ft. 

Diameter and length of casing 6 " s t l  in. from 0 to 23 , 4.5"PVCin from 0 to 400 

Type of casing 

Method of sealing at reduction points 

S t e e l  & PVC 

Adapter 



LOG OF WELL 

indicate depth at which water was first encountered. and the depth and thickness of water bearing beds. If water is 
artesian, inbicate depth at which encountered, and depth to which it rose in well. 

0 I 7 

Description of formation material 

Topsoil & clay 

Weathered granite w / c l a y  

Water a t  137 ,  2 2 5 ,  297ft. 

2 

I hereby certify that this well was drilled by me (or under by supervision). and that each and all statements 
herein contained are true to the best of my knowledge and belief. 

Driller Name: AERO DRILLING AND PUMPS, INC. 

P.O. BOX499 
Streat 

PAYSON. AZ 85547-0499 
state Phone No. 

9 / 2 5 / 0 1  
Date 



ARIZONA DEPARTMENT OF WATER RESOURCES 
500 North Third Street 

c Phoenix, Arizona 85004 
WELL DRltLERREPORT 

This report should be prepared by the 
following completion of the well. 

in all detail and filed with the Department within 30 days 

19. Fbmrks: 

1. 

DO NOT WBprp, IN THIS SPACE 
0mCEREcoRD 

AERO DRILL & PUMPS, INC. 
P.0. BOX 499 
PAYSON, AZ 85547 

2- o ~ ~ N ~ ~ :  Patti Caldwell 

Address: 
CitY State Zip 

3. Location: 11N N/S ZOE E/w 23 ?4 sw W w  % NE 
Township Range Section lO-aCre 4O-au-e 16O.acre 

4. Well Registration No. 55- 560398 (Required) 

5 .  PermitNo. WA (If issued) 

DESCRZPTION OF WELL 

6.  Totaldepthofhole 440 ft. 
7. Typeofcasing Steel  & PVC 

8 .  Diameter and length of casing6”stl in. from 0 to 21 . 4.5”PW from 0 to 440 
9. Method of sealing at reduction points Adapter 
10. Perforated from 260 to 300 ,from 400 to 440 from to 
11. size of cuts JG’*holes Number of cuts per foot 20 
12. E screen was installed: Length 
13. Method of construction Drilled 

14. Datestarted 9/28/97 

fi. D i a m L . T y p e  N/A 

(Wed, dug, drimen, bored, jetted, e t 4  

Year Month 

Month lDas Year 

9/30/97 Day 15. Date completed 

16. Depth to water 198 ft. (Ifftowing well, so state) 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 
Surface 

18. If flowing well, state method of flow regulation: N/A 

i 
DWR-SS-SS-7/95 (Rev.) 



-. _ _  

LO 
398 

Indicate depth at which water was first encountered, and the depth and thickness of 1s 

artesian, indicate depth at which encountered, and depth to which it rose in well. 

Description of formation inaterid 

Granodiorite 

I hereby certify that this well was drilled by me(or u & r  my supervision), and that each and all statements 
herein contained are true to the best of my knowledge and belief. 

ho ill^^ N ~ ~ :  Chris Miller 
c . 

P.O. Box 499 . 

Street 
Payson, AZ ‘a5547 

State Zip Phone No. 
-. 

9 / 301 9 7 

Signature of Driller Date 



1. 

2. 

3. 

4. 

5. 

6. 
7. 
8. 
8. 
10. 
11. 

STATE OF ARIZONA 
DEPARTMENT OF WATER RESOURCES 

GROUNDWATER MANAGEMENT SUPPORT SECTl 
500 North Third strcdet - P b & ,  Arizona 8SO04-3903 

phons [Saz) 417-2470 

WELL DRILLER REPORT 

This repart should be p p a m d  by the In all detail and filed wtth the Department within 30 days followhg completion of the rsntlt 

Owner's Name: Richard & Darla Lohr 

HCR Box 588A, Payson, AZ 85541 Address: 
Street city state ZP Telephone Nwnber 

Drilling Firm: 

Address: P.O. Box 4 9 9 ,  Payson, AZ 85547 

Aero Drilling 6 Pumps, Inc. 

Tekpirone Nuntier Street Ciiy siaie ZiP 

Location: Sw X NE X NE X ofsection 23 Township 11N Range 10E 

Well Registration No. 5 5  558959 

1 O A m  40- t60Acre 

(Required) 

Permit NO. g / A  g issufjd) 

DESCRIPTION OF WELL 

Total Depth of Hole 300 R 
Type of Casing 
Diameter and length of casing 6"s t 1 inchesfrom 0 to21 ,4.5"PVCinches%om 0 to 300 
Method of sealing at reduction points Adapter 
Perforatedfrorn 260 to 300 from to to 
Size of cuts %"holes Number of wts per foot -hm 

S t e e l  & PVC 

inches. Type 12. If sueen was installed: Length NIB feet. Diameter 
13. Method of construction D r i l l e d  

(d-, dug. d h n ,  bored, btted, etc-1 

14. Datestarted 12/13/96 
Month Day Year 

15. Date completed 12/14/96 
MOllth Day Year 

16. Depthto water *65 ft. (If ttowing wefl, so state). 

17. Describe point from which depth measurements were made, and give sea-level eIevation if awaiib surface 

18. If flowing well, state method of flow regulation: W/A 

19. Remarks: 

1 

DWpdFi-55 (Rev yO6) 



LOG OF WELL 

I m d  the &pth and thickness ofwatwboarlng becls. l w a b r  is artesian. Indicate depth at Wch 

I hereby certify that this well was drilled by ma (or under my au$Erutsbii~, and tfEt each and all statements b i n  contaidaretruetotbbes tof 
my knowledg and belief. 

DriJlefs Name {Qwlifving Party): Chris Miller 

P.O. Box 499 

Payson, A2 85547 
street 

city State Zip 
1 2 / 1 4 / 9 6  L. 

phone Number Date 



ARIZONA DEPARTMENT OF WATER RES0 
500 North Third Street 

Phoenix, Arizona 85004 
WELL DRILLER REPORT 

This report should be prepared by the driller in all detail and filed with 
following completion of the well. 

1. AERO DRTLL1[NG & PUMPS 
PO BOX 499 
PAYSON AZ 85547 

2. Owner Name: R .  J. Marsh 
Address: HC3 Box 519-M, Payson, A2 85541 

Sire& OtY S k k  * 
3. Location: 11N N/S 10E ETW 23 % S E  X N W  % SE 

Township Range Section 10-acre #acre lt%-acre 

4. Well Registration No. 55- 556430 (Required) 

5.  Permit~o .  N/A (If issued) 

- DESCRIPTION OF WELL 

6.  Total depth of hole 300 ft. 
7 .  Type of casinp Steel & PVC 

8. Diameter and Iength of casinp 6"stl in. from 0 to 24 .4.5*'PVk from 0 to 300 
9. Method of seding at reduction points Adapter  
10. Perforatedfkm 260 to 300 ,from to from to 
11 - Size of cuts Y' holes Number of cuts per foot 20 
12. If screen was installed: Length NIB ft. Diam in. Type 
13. Method of construction Drilled 

14. Date s + ~ s e d  12/27/96 
(drilled, dug, driven, bored, jetted, etc) 

Year 
12/28/96 Day 

Month 
15. Date completed 

Month Day Year 
16. Depth to water 185 ft. (If flow&m well, so state) 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 

18. If flowing well, state method of flow regulation: 
Surf ace 

19. Remarks: 
4- DO NOT WRITE IN THIS SPACE 

O m ~ R e e O R D  

Registration No. 55-556430 
F& NO. A(II-1O)U D3D 
Reseived BY 

DWR-5E55-7/95 (Rev.) 



LOG OF WhLL 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If water is 
artesian, indicate depth at which encountered, and depth to which it rose in well. 

r*,c *+ 

I hereby certify that this well was drilled by me(or under my supervision), and that each and all statements 
herein contained a~ true to the best of my knowledge and belief. 

Driller Name: hero Drilling 

P.O. Box 499 
m e e t  

Payson, AZ 85547 
State Zb Phone No. 



ARIZONA DEPARTMENT OF WATER RESOURC 
500 Noah Third Street 
Phoenix. Arizona 85004 

days 
,c 

This report should be prepared by the driller in all detail and filed with 
following completion of the well. 

1. AERO DRILLING 6 PUMPS, INC. 
P. 0. BOX 499 
PAYSON, AZ 85547 

2. Owner Name: Lisa Harmon 
Address: HC3 E!QX 593-1, Payson, hZ 85541 

street * Si&? Z$ 

3. Location: IIN N/S 1OR E / w 2 3  % N E  !Am 
Township Range Section 10-e 40acre 1 6 0 - w ~ ~  

5. PermitNo. N/A (If issued) 

DESCRIPTlON OF WELL 
6. Total depfh of hole 360 ft. 
7. Typeofcasing Steel & PVC 

8. Diameter and length of casing6”stl in, from 0 to 21 ,4.5”PV& from 0 to 360 
9. Method of sealing at reduction points Adapter 
10. Perforated from 320 to 360 ,from io from to 
11. size of cuts %“holes Number of cuts per foot 20 
12, If screen was i n s a d :  Length N/A ft. Dim in. Type 
13. Method of construction Drilled 

14. Datestarted 4/17/96 

15. Date completed 4/18/96 

(drilIed, dng, driven, bored, jetted, e t 4  

Moatla Day Year 

Month Year 
16. Depth to water 177 ft. of flowing well, so state) 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 
Surf ace 

~~ ~ 

18. If flowing well, state method of flow regulation: N/A 

19. Remark  

DWR-55-55-?/95 (Rev.) 

DO NOT WRITE IN THIS SPACE 
OFFiCB RECORD 

RegistraUonNo. 55-553798 
pile No. A(11-70)23ABA 
Recemed 9s - . _ _  



LOG OF WELL 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If 
water is artd&n, indidah depth at which encountered, and depth to which it rose in well. 

I Description of formation material 

I It I 
I I 

I 
, 

I hereby certify ?hat this well was drilled by me(or under my supervision), and that each and all statements 
herein contained are true to the best of my knowledge and belief. 

Driller Name: 
P.O. Box 499 

Payson, Az 85547 
street 

citg State zrp Phone No. 

Signature of Driller Date 
411 8 196 



STATE OF ARIZONA 
E D k - m  99 

xx) NorthThird street, W, Arizona 85004-3 
GROUNDWATER 

phone (602) 417-2470 F ~ x  (602) 417-2422 

"his report &odd be prepared by the 
the well. ---- 
1. Qwoer'sName: M. & G. Welsh 

Address: HC 3 Box 519 H, Payson, AZ 85541 
sheet GtY state 

5. PennitNo. N/A (If issued) 

DESCRIPTION OF WELL 

6. TotalDepthofEfoIe 320 ft. 

8. Diameterandle-ngthofcrrsing 6"stJ inchesfrom 0 to 21 , 4.5"W&&eSfrom 0 to 3z" 
7. TypeofcaJing Stee l  & PVC 

9. Method of d i n g  at rcduc€im points A & g f i . w  
IO. Perforatedfrom 7813 to 320 from to from to 
11. size of cats ?. llha1 ps Number of cuts per foot 20 
12. If screen was install& Length N/A feet. Diameter inches. Type 
13. Metbod of amsuuca 'on m u  

14. Datestarted 1 /3.4/96 
(drilled, dug, driven, bonxl, jettea, etc) 

Month Day Year 
1/26/96 15. DateCompleted 

X& Dsy Ya- 

16. Depth to w a t ~  177 ft. (Ifflowing well, 80 state} 

Surface 
17. D e w i i  point from wbich depth were made, and give sea-Ievel elevation if available 

18. If flowing well, state method of flow regulation: 

19. Remarks: 

W A  



LOGOFWELL 

Indicate depth at which water was first eacountered, snd the depth and thickness of water bearing beds. If water 
is artesian, hdicate depth at which encwmered, mi depth to which it rose in well. 

* 

I 

It f I 

I I 

contained are true to the best of my knowledge and belief. 

P.O. Bax 499, Payson, AZ 85547 

Street 

City state zip 1/26/96 

phone Number Date 



ARIZONA DEP OF WATER RESOURCES 

Phoenix, Arizona 85004 

WELI, DRIWIER REPORT 

., This report should be prepared by the driller in all detail and filed wi 
following completion of the well. . -_ - 

1. Owner Name: Rick Rarwood 
Address: 1620 AI. PfcLane, Payson, A2 85541 

Street cw State zip 

2. Driller Name: Aero Drilling & mrmpsr Inc. 
Address: P.O. BOX 499, payson, Az 85547 

Street City State Zip 

3. Location: 11N N/S 1OE E/w 23 % N E  ? 4 m  !h SE 
160-acre 4O-~cre Township Range SediOn IO-acre 

4. Well Registration No. 55- 5 S O  6 9-3 (Required) 

5. Permit No. N f A  (If issued) 

DESCRIPTION OF WELL 

6. Total depth of hole 320 fL 

8. Diameter and length of casing611stl in. from 0 to 21 ,4-5”pvQn from 0 to 320 
7. Typeofcasing steel & PVC 

9. Method of sealing at reduction points 
10. Perforated from 300 to 320 ,f?orn to from to 
1 I.. Size of cuts %“holes Number of cuts per foot 2o 
12. If screen was installed: Length “J,/-”- ft. Diam in. Type 
13. Method of construction . -  

14. Date started 1/20/96 

1/23/96 15. Date completed 

16. Depth to water 168 fi. (If-fiowing well, so state) 

?-l 

(drilled, dog, driven, bored, jetted, etc) 

Month h Y  Year 

M o d  Day Year 

17. Describe point from which depth measuretnents were made, snd give sea-level elevation if available 

18. I f  flowing well, state method of flow regulation: NJA 

19. Remarks: 

DWR-55-55-IO194 (Rcv.) 



LOG OF WELL 

I 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds If  u3trr  
is artesian, indicate depth at which encountered, and depth to which it rose in weI1. 

I 

I 1 

It II 

I II ! 
I 11 
I 
1 I 

L I I 

I hereby certify that this well was drilled b me(or under my supervision), and that each and all statements herein 
contained are true to the best of my h o w  edge and belief. 

r- 

7 -  
7 

MllerNae:  mis Miller fi1,- -y%%&z-./ 

Street 

state’ city Zip Phone No. 

Date 

D a Rnu 499 

5547 

1/23/96 



ARIZONA DEPAKI"I'  OF WATER RES0 
15 South 15th Avenue 

PhWIkk, f k h M  85007 

WELL DRIUEBBEPORT 

This report should be preparedby ttLe driller in all dttait and med witb the 
following completion af the weu. 
1. OwnexName: Lester Stevens 

Address : HCR BOX 588, BYSOnr AZ 85541 

Street * Srafe zjip 
2. DrillerName: Aero Drilling & Pumps, Inc. 

Address: p-n- R-,Y 499. bvm * ZIT ~ 5 5 4 7  

Street aity state - @  

-4; ~ 

$ 1  

.,' 

4. Well Registration No. 55- 544697 

5. PermitNo. *IA ' &issued) 
D E S C r n O N  OF 'WELL 

6. Total %tb of hole 420 fr. 

8. Diameterandlengthofcasing 6 in. from 0 to 21 , infrom to . 

10. Perforatedhm None to ,from to from to 

12. If screen was installed: Length N/A ft. Dim in. Type - 

7. Typeofcasing Steel 

9. Method of sealing at reduction points N/A 

11. size of cuts N/A Number of cuts per foot 

13. Method of consmction Drilled 
(drilled. dug, driven, bared jetted, efcf 

14. Date started 7/12/95 

b Y  YEU 
7m%5 

15. Dae completed 
Month Y W  

16. Depth to water 22s ft. (Ifflowing well, so stale) 

17. Describe point from which depth measurements were made, and give sea-level eieva?ion if available 
Surface 

18. If flowing well, state method of flow regularion: 
19. ReImrh: 

N/A 

DO NOT WIUTE IN "€lB SPACE 
55-544697 
A(J 1:10)22AAD 



2. Drawdown of the warn level for a wn-flowin,O well shoufd be measmed m faet aftex not less than 4 hours of contmuolls 
operarion and while stitl m operation and for a flowing well the shut-in pressure should be measured m feet above the h d  or 
m pounds per sqm inch at the faud surface. 

1: prior to the well capacity test. The static groundwaterlevel shwld bemeamredm feetji-cnn theiand smface inm3ediate 

Tbe tested pusnping Capacity of the Wtu in gaDons per mitiate for a non-fiowing well should be determined by measuring the 
discharge of the pump after cOntinnous operation for at least 4 horn and for a flowing well by measuring the mmal flow at 
the land surface. 

3. 

4. 

LOCATTON OF THE WJ3.L: 

Pumping Capacity Date Pnmp Install 

Test pumping capacir) Date Well Tared: 

Method of Discharge Measurement 
Weir, ozifice, cuuent meter, etc. 

f-Q 
Statlc Groundwater Level ft Drawdown < 3 3  ft. 

ibs. ToritJ Purnprng Lift ,-34 @ R Drawdown 
(Flowing Wd) 

I HEREBY CERTIFY that the above strttcments arc true to the best of my knowiedge and belief. 



This r e p a  should be ppared by I 
fullowing completion of the well. J 

1. Owner Name: LeKis S, Robinett 
Address: xCR Bax 562-EI Payson, AZ 85541 

street crrp Scate zip 

2. M e r  Name: Aero milling & Pumps , Inc. 
Address:= AX 85547 

Strret aY State =P 

3. Location: IlN NIS 1 OE E/w 24 % S w  % s w  % N w  
Tombip Range Section IO-We @-acre 1- 

4. Well Registration No. 55-548768 (Requited) 

5. Permit No. W A  (If issued) 

DESCRIPTION OF WELL 

6. Total depth of hole 380 fL 
7. Typeofcasing Steel & W C  
8. Diameter and length of casing 6"stl in. from 0 to 21 . 4.5"PvQ~ from 0 to 380 
9. Method of sealing at reduction points AdaDter 

IO. Perforated from 340 to 38 o from to from to 
11. Size of cuts & "hl (Iq Number of cuts per foot 20 
12. If screen was installed: .Length N/A ft. Dim in- Type 
13. Method of construction nri 

(drilled, dug, driven, bored, jetted, etc) 
14. Date staned 8/31/95 

Mezth @.Y Year 

Menth h y  Year 
I 74 

15. Dare completed 9/4/95 

16. Depth to water fi (Ifflowing well, so state) 

17. Describe point from which depth rneasurtrnents were made, and give sea-level elevation if available 
surface 

IS.  If flowing well. state method of flow regulation: N/A 



LOG OF WELL 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If wate: 
j.s artesian,-indicate depth at which encountered, and depth to which it rose in well. 

Description af formstion material 

I hereby certify that this well was drilIed b me(or under my supervision), and that each and all statements herein 
contained are true to the best of my know Y edge and belief. 

Driller Name: /'$,* ;F, J-L b?/ L' / 

P.0- Box 499 

Pavso 0, AZ 85547 L 

Street 

Phone No: Z1tY State 
9/4/95 



This report shoulc 

ARIZONA DEPARTMENT OF WATER RESOURCES 
Operations Division 
500 Nor& 3rd Street 

Phoenix, Ariunra 85004 

. I  

ue prepam - 

following completion of the we 

WELL DRILLER REPORT 

2. Driller Name: Aero Drilling & I'UnFs, Inc. 
Address:: A AZ 855 47 

Str& City State m 

4. Well Registration No. 55- 549961 rnequired) 

5 .  Permit No. N/A (if issued) 

DESCRIPTION OF WELL 

6. Total deptb of hole 280 €t. 
7. Type of casing Steel a Pvc 
8. Diameter and length of casinfiIlst.1 in. from 0 to 21 .4.5"WCtn from 0 280 
9. Method of sealing at reduction points_Edanter 

IO. Perforated from 240 to 280 .f;om to from to 
11. Size of cuts $pmxes 
12. If screen was installed:.Len@h N/A ft. D i m  in. Type 
13. Method of construction Drilled 

(drilled, dug, driven, bored, jetted, etc) 

14. Date started 8/13/95 

15. Date completed 8/13/95 

Number of cuts per foot 20 

Month b Y  Year 

Month b Y  Year 
16. Depth to water 184 ft. (E flowing well, so state) 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 

18. If flowing well. state method of flow regulation: N/A 



LOG OF WELL 

Indicate depth at which water was first encountered, and the depth ani. I ickaess of water bearing beds. If water 

lJdl q$y- 5 w q 6  js artesian, indicate depth at which encountered, and depth to which it rose in well. 

R I I 

0 I 7 I Torssoil & clay 
7 18 Tapeat sandstone 
18 280 Granodiorite 

at 218. 235, 255. 
I I 

1 I ll ~~ 

I1 
I 

I 
I 

II I 
~ 

i I I 
I i 

I I 
~ 

I 
I 

1 

~ 

I hereby certify that this well was drilled by me(or under my supervision), and that each and $11 statements herein 
contained are true to the best of my knowledge and beiief. 

Driller Name: 

Street 
. *  Box 499 

8/13/95 
bate 



ARIZONA DEPARTMENT OF WATER RESOURCES 
Operations Division 
500 North 3rd Street 

Phoenix, Arizona 85004 

WELL DRILLlER REPURT 

This report should be prepared by the driller in all detail and filed Wi 
following completion of the well. 

days 

1. OwnerName: Leo Wasiak 
Address: 

Street city State zip 

2. Driller Name: 
Address: P.0. Rnx 499, Pavson, h2 85547 

Street City State Zip 

3. Location: 1 1 hT N/S 1 OF E N  23 % NE % s E  ?4 SE 
Township Range Section IO-aere 45acre x6o-acn 

4. Well Registration No. 55- 550467 (Required) 

5. Permit No. N/A (If issued) 

DES-TION OF WELL 

6. Total depth of hole 340 fi. 
7. Typeofcasing s w  
8. Diameter and length ofcasing r; in from n to 77 , in &om to 
9. Method of sealing at reduction points N/A 
10. Perforated from NnnP to ,from 10 fiom to 
11. - Size of cuts N/A Number of cuts per foot 
12. If screen was installed: Length N./~I ft. D i m  
13. Method of construction Drilled 

14. Date started 8/14/95 

IS. Date completed 8/14/95 

in. Type 

(drilled, dug, driven, bored, jetted, etc) 

Month Year 

Month Day Year 
16. Depth to water 185 M. (If Bowing well, so state) 

17. Describe point from which depth measurements were made, and give sea-leveI elevation if available 

18. If flowing well, stak method of flow regulation: N/A 

19. Remarks: 

DwR-55-55-iw9d (Rev.) 



STATE OF ARIZONA 
DEPARTMENT OF WATER RESOURCES 

ROUNDWArrRMANACEMENTSUPPORTSECflON 
500 North Third Strctt ,  Phoemk, Askona 8SW-3903 

Phone (QOZ) 417-2470 hs i6WI 111-2422 

COMPLETfON REPORT 
RECORDS MGT (Pump I ~ s t a i l a ~ n  Report) 

1. Per A.R.S. S 45-600, The compldon report b to be fiied with the Dqmrhmt within 30 days after htallation of p~tnrp 
equipment by the regirtwed well owner. 

2. Drawdown of the water level for a rrorrfiowingweiI drouldbe measured in ocetafternot lessthan 4hoursofcontinu~ls 
operafion. For a flmving well the shut-in pressure loufd  be m d  in ft+t above the €and or in pounds per square inch 
at the land swface. 

3. The static groundwater level should be measured in feet from the knd surface immtdiateiy prior to the well capacity test. 

4. The tested pumping capacity of the weti in gallem per mirsuit far it ~0rCf)~i;iing well should be d e t e m i d  by m r k z  
the d i r g e  of the pump after continuous operation for at 4 hours and for a flowing well by measuring thc natural 
flow at the land surface. 

REGISTRATION NO: 55- s 5 D i d  7 FILE NU: Ad=-'~d/f2>z.3 ddcz 

EOUIPMENT INSTALLED: 

Kind of Pump su34'*s/3e Kind of Power EuLmq, 
(Turbine, Submersible, Centrifugal, etc.) (Electric, Natural Cas, Gasoline, etc.1 

H.P. Rating of Motor 3-4 Pumping Capacity 5 w& Date Pump Installed 6 --/r-PL? 

WELL TEST: 

Test Twnping fapacig Date Well Tested 6 -fS--%6 
(Gallons per minute) 

Method of Discharge Measur& TUG/- n/nr fl 7 z 2 /  
(Weir, orifice, current meter, M e t ,  etc.1 

Static Groundwater Levd / gtf- ft. Drawdown /f r ft 

Total Pumping Lift 300 ft[)ra* 45y4 Ibr 
(Flowing Well) 

1 HEREBY CEKTlM that tin? above strtrments are true to the best of my and belief. 



ARIZONA DEPAR'lMENT OF WATER RES0 
15 south 15th Avenue 

PhoeniX,AriuMaSSO7 

W E U D r n E R r n R T  

This report should be prepared by the 
following completion of the Wen. 

in all detaii and filed with the 

1. Owner Name: Richard Falkenberq 
Address: P.O. Bx 58. Pay- AZ 85-7 

Sweet sgte zip 
Aero D r u  S, -c- . .  2. mer Name: 

Address: P.O. Box 499, Pavson. A 7  85547 
street City State zip 

4. Well Registration No. 55- 545800 m- 
5. PennitNo. N/A (If issued) 

DESCRIPTION OF WELL 

6. Totaldepthofhole 340 ft 
7. Type of casing steel & Pvc 
8. DiamererandIengtfiofcasinp 6"stl in. from 0 ro 21 ,4.5rTVC infrom 0 to 340 . 
9. Merhod of sealing at reduction points Adapter 
10. Perforaredfrom 300 to 340 .from ro .from to 
11. Size of cuts %"holes Number of cuts per foot 20 
12. If screen was ins t~ed:  Length W A  ft. Diam in. Type 
13. Method of construction Drilled 

(drilled, dug, Wven, bored, jetted, e=) 

14. Date started 8/9/95 

Month B Y  Year 
15. Date completed 8/10/95 

Month Year 
ft. (If flowing well, so stare) 16. Depth to water 177 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 

18. If flowing wen, state method of flow regulation: 
Surf ace 

N/A 

19. Remarks: 



LOGOFWELL . 

Indicate depth at which warm was first encountered, and the depth and thickness of water karing beds. If 
&r is artcsian, indicate depth at wbi& ena~untcrd, and depth to which it rost in well. 

d 

From f To I Description of formation rsaterial 

I 

I 

I 

I 

I hereby certify that this well was drilled by me (or under my supervision), and that each and a l l  statements 
herein contained arc true to the best of my knowiedge and belief. 



Run Date: 10/08/2013 AZ DEPARTMENT OF WATER RESOURCES 

WELL REGISTRY REPORT - WELLS55 

Well Reg.No 
Location A 11 .0  10.0 23 D B D 55 - 550467 

Registered DONALD & CATHERINE A. ROBERTS 
Name P. 0 BOX 2357 

AMA NOT WITHIN ANY AMA OR INA 

File Type NEW WELLS (INTENTS OR APPLICATIONS) 
ApplicaNWswe Date 06/23/1995 

PAYSON AZ 85547 

Owner OWNER WellType EXEMPT . Driller No. 108 SubBasin TONTO CREEK 
Driller Name AERO DRILLING AND PUMPS, INC. Watershed SALT RIVER 

Driller Phone 928-474-2376 Registered Water Uses DOMESTIC 
County GILA Registered Well U- WATER PRODUCTION 

Intended Capacity GPM 15.00 P O W  ELECTRIC MOTOR c 1 HP 
Parcel No. 302-34-001N Discharge Method  BUCKET - BARREL - STOPWATCH 

Well Depth 340.00 
Pump Cap. 5.00 
Draw Down 115.00 

Case Diam 6.00 

Water Level 185.00 
Case Depth 0.00 

Awes lmg 0.00 

Contamination Site: 

Tribe: 

Comments 3543 N. Houston Mesa Rd., Payson, AZ 85541 

NO - NOT IN ANY WQARF SITE 

Not in a tribal zone 

Revised legal per ADWR GIS pace1 map, 10/4/13 - bew 

Places Of Use 
A 11 0 1 0 0  23 D B D 

Current Action 
1018/2013 555 DRILLER & OWNER PACKETS MAILED 

Action Comment: bew 

Action History 
10/4/2013 855 CHANGE OF WELL LEGAL DESCRIPTION 

1 w412013 550 DRILLING AUTHORITY ISSUED 

Action Comment: OLD LEGAL DESC: A(11.0-10.0) 23 DO6 

ActionComrnent: bew 

ActmComment: bew 

Action Comment: bew 

1 W2013 160 NO1 RECEIVED FOR DEEPENING A WELL 

10/1/2013 21 0 COUNTY HEALTH AUTHORITY ENDORSED 

9/4/2013 860 CHANGE OF WELL OWNERSHIP 
ActionComment: !$ 

Act in Comment: bew 

Action Comment: 

Action Comment: 

31241201 1 860 CHANGE OF WELL OWNERSHIP 

8/14/1995 805 PUMP INSTALLATION COMPLETION REPORT RECEIVED 

ai1 411 995 755 WELL CONSTRUCTION COMPLETED 

8/14/1995 750 WELL DRILLER REPORT AND WELL LOG RECEIVED 
Action Comment: 

TestedCap 5.00 
CRT x 
Log x 

Finish STEEL- PERFORATED ORSLOlTED 
CASING 



a 

From To Description of formation material 
(feet) (feet) 

n 7 Topsoil & clay 
7 I 14 I Tamat sandstone 

LOG OF WELL 

i 14 * 340 I Granodiorite 
I 

IGdicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If water 
4s artesian, indicate depth at which encountered, and depth to which it rose in weH. 

II I I It 

I hereby certify that this well was chilled b me(or under my supervision), and that each and all statements herein 
contained are true to the best of my know T edge and beIief. c 

Driller Name: 
P.O. Box 499 

street 
Payson, Az 85547 

City State Zip Phone No. 
8/14/95 

Date 



. 
ARIZONA DEPARTMENT OF WATER RESOURCES 

15 South 15th Avenue DEPARTb!ENT OF WR 
Phoenix, Arizona 85007 

c. rUN 2 .. 1994 
WELL DRILLER REPORT OPERATIONS DIV. 

This report should be prepared by the driller in all detail and filed with the Department within 30 days 
following completion of the well. 

1. Owner Name: Dennis Jackson 
Address: Hcdi 579-A, Payson, AZ 85541 

S m t  City State Z P  
2. DrillerName: Aero Drilling & mrmps, Inc. 

Address: PA. Box 499, Pawon, AZ 85547 
Street City State Zip 

3. Location: 11N N/S 1OE E/W 23 NW 1/4 NE 1/4 NE 1/4 
Township Range Section 10-acre 160-acre 

4. Well Registration No. 55- 540604 (Required) 

5. Permit No. (If issued) 
DESCRIPTION OF WELL 

6. Total depth of hole 240 k 
7. TyFe~fCsih~ Steel & Pvc 
8. Diameter and length of casing6”stl in. from 0 tu 20 , 4.5”WCin from 0 to 240 , 
9. Methad of sealing at reduction points Adapter  

10. Perforatedfrom 200 to 240 ,from to I from to 
11. size of cuts nloles 
12. If screen was installed: Length I?/A ft. Dim in. Type 
13. Method of construction milled 

Number of cuts per foot 20 

{drilled, dug, driven, bored, jetted, etc) 
14. Date started 5/11 /94 

Month Year 
15. Date completed 5/13/94 

16. Depth to water 180 
17. Describe point fYom which depth measurements were made, and give sea-level elevation if av;Lilable 

Month Year 
ft. (If flowing wen, so state) 

Surface 

18. If flowing well, state method of flow regulation: 
19. Remarks: 

Re 
Fii 



LOG OF WELL 

From 
(fed) 

To Description of formation material 
(feet) 

I I 

0 ! 10 I I Topsoil & clay 

I 
205 21 8 

21 8 240 

10 I 75 I Tapeatsandsmm 
75 205 I M t e  

EDCOIXIM water at 205ft. 
Granite 
m~~mtered add. water at 218ft. 
Granite 

I 

I hereby cerafy that this well was drilled by me (or under my supervision), and that each and all statements 
herein contained are true to the best of my knowledge and belief. I 

Dr&r Name: 

P.O. Box 499 
Street 

Payson, AZ 85547 
City State ZfP 

Date 5/13/94 



1. OmerName: Carol Antonides 
Address: 7537 W. North Lane, Phoenix, A!Z 85021 

street Oity SoUe B P  
2. DrillerName: Aero millinq & Pumps, m c  . 

Address: P.O. Box 499, Payson, AZ 85547 

4. Well Registration No. 55- 542028 (Required) 

5. PermitNo. N/A (I€ issued) 

DESCRIPTION OF WELL 

6. Total depth of hole 300 ft. 
7. Type of casing steel & PVC 
8. Diameterandlengthofcasing6rfskl in. from o to 21 ,a "we infrom o to300 . 
9. Method of sealing at reduction points Adapter 
10. Perforatedhrn 260 to 300 ,from to , from to 
11. size of cuts Yholes 
12. Ifscreen was install& L e n a  N/A ft. Diam in, Type 
13. Method of construction Drilled 

Number of cuts per foot 20 

(drilled, dug, dnven, bored, jetted, e&) 
14. Datestarted 2/3/94 

Month U Y  Yeat 

Month Year 
ft. (If flowing weli, so state) 

15. DatecompIeted 2/4/94 

16. Depth to water 220 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 
Surface 

18. If flowing well, state method of flow regulation: 
19. Remarks: 



LOG OF WELL 

0 
5 
48 

220 

265 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If 
water is artesian, indicate depth at which encounmd, and depth to which it rose in well. 

5 I Clay 
48 I Tapeat sandstone 
220 Granite 

265 Grantte 

300 Granite 

Enc, wata at 220€t. 

Eric. additional water at 265ft. 

1 I 

I I _- 
I 

1 

I I 
I I 

I I 

I 

I hereby certify that this well was drilled by me (or under my supervision), and that each and all statements 
herein contained are true to the best of my knowledge and belief. 

1 

Driller Name: ma< 

Payson, AZ 85547 
CitJr State ZfP 

Date 2/4/94 



I .  Per A.R.S. 8 45-600, the Completion Report is to be filed with the Department within 30 days after instabbn of pump 
equipment by the registered well owner. 

2. Drawdown of the water level for a non-flowing well shouId be measured in feet after not less than 4 hoKs of continuous 
operation and while stil l  in operation and for a flowing well the shut-in pressure s h d d  be meanred h feet above the land or in 
pounds per square inch at the landswke. 

3. The static groundwater level should be measured in feet from the land smface immediately prior to the weIi capacity test 

4. The tested pumping capacity of the well in gallons per minute for 8 non-flowing well should be determined by measuring the 
discharge of the pump after continuaus operarion for at least 4 hours and for a flowing weIl by measuring the natural flow at the 
land surface. 

LOCATION OF THE 

E O U I [ P m  INSrALLEDt 

ofpmnp & s L a ! . & S d S  u- 
Turbine, centrifugal erc. 

c 
Kindofpower L I€P.RarhgofMotor yz 

Electric, natural gas, gasoline, etc. 

Pumping Capacity 5 Datepumpinstalled: 2 -/J=-"%P 
Gallons per minme 

Date Wen Tested: Wt' rq 4 cr 
Gallons per minute 

Test pumping capacity 

Method of Discharge Measurement & u w  * srnFu- 
Weir, orifice, current meter, etc. 

ft hwl iom $5- k Static GmundwaterLevel / s5- 

ft. Dtawdown d4 lbs. & z* Total Pnmping Lift 
rnAwingWrn 

I HEREBY CERTIFY that the above SLafanenlS are UUe to the best &my kzlowledgc aud befief. 

Lt I , D & U  -7,s ow 

c-/ , J I 9 s L f L  
Date 

DWR-55-56-7Dl (Rcv.) 



LOG OF WELL 

184 

Indicate depth at which water was fist encountered, and the depth and thickness of water bearing beds. If 
water is artesian, indicate depth at which encounterd, and depth to which it rose in well. 

From 1 To I Description of formation material 

Enc. water at 184ft 

Ebc. water at 238% 
238 Granite 

5 1 15 I T a p t  sandstone 
15 184 Granite 

238 I 260 I Granite 
1 

I I 

I hereby certify that this well was drilled by me (or under my supervision), and that each and all statements 
herein contained are true to tlie best of my knowledge and belief. c 

Driller Name: 

499 
Street 

Payson, AZ 85547 
city State WP 

Date 9/27/93 



Run Date: 01125/2012 AZ DEPARTMENT OF WATER RESOURCES 

WELL REGISTRY REPORT - WELLS55 

Well Reg.No 
Location A 11 0 10 0 23 A D 6 55 - 540136 

Registered SVANHILDUR JAFETSOOTTIR 
Name 206 S. KODZ 

AMA NOT WITHIN ANY AMA OR INA 

File Type NEW WELLS (INTENTS OR APPLICATIONS) 
Applicationllssue Date 08/03/1993 

PAYSON AZ 85541 

Owner OWNER Well Type EXEMPT 

Driller Name AERO DRILLING AND PUMPS, INC. Watershed VERDE RIVER 
Driller Phone 926-474-2376 Registered Water U s e s  DOMESTIC 

Driller No. 108 SubBasin VERDE CANYON 

County GILA Registered Well Uses WATER PRODUCTION 
Parcel No. 302-34-497A 

Intended Capacity GPM 12.00 

Well Depth 260 00 
Pump Cap. 5.00 
Draw Down 35.00 

Case Diam 
Case Depth 
Water Level 

Acres lnig 

Contamination Site: 

Tribe: 

Comments Well located at 8166 W. Sepia, Payson 

NO - NOT IN ANY WQARF SITE 

Not in a tribal zone 

Discharge M o d  BUCKET - BARREL - STOPWATCH 
Power ELECTRIC MOTOR < 1 HP 

6.00 TestedCap 5 0 0  
260.00 CRT X 
170.00 Log x 

0.00 Finish STEEL- PERFORATEDORSLOl7ED 
CASING 

Places Of Use 
A 1 1 0  1 0 0  23 A D  B 

Current Action 
1/23/2012 860 CHANGE OF WELL OWNERSHIP 

Action Comment: pwC 

Action History 
912711 993 750 WELL LOG RECEIVED 

Action Comment: 

Action Comment: 
9/27/9993 805 COMPLETION REPORT RECEIVED 

912711 993 755 WELL CONSTRUCTION COMPLETED 
Action Comment: 



ARIZONA DEPARTMEhT OF WATER RESOURCES 
15 South 15th Avenue 

Phoenix, Arizona 8sow 

WELL DRILLER REPORT .-. 

This report should be prepared by the driller in all detail and filed with the Department w 
following completion of the well. 

. -  

bin 30 days 

1. OwnerName: zh%lbe& pallas 
HC!R BOX 5734, Paysan, AZ 85541 Address: 

streer w State * 
2. DriIlerNarne: Aero nriuing & pumps, Ine. 

Address: P.O. BOX 499, Pays~n, AZ 85547 

street clit, s rate Zip 

3. Location: 11N N/s 1OE 23 i%? 1/4 NE 114 NE 1/4 
Township Range Section 10-acre &acre lfro-acre 

4. Well Registration No. 55- 539625 Wd) 
5. PermitNo. RIA (If issued) 

6. Total depth of hole 300 ft 

DESCRIPTION OF WELL 

7. Typeofcasing PvC 
8. Diarneterandlengthofcasingtil’S~ in. from 0 to z1 .4g’wc infrom to 300 . 
9. Method of sealing at reduction points adapter 

I 1. size of cuts V ’ h o l ~  

12. E screen was installed: ~ n g t h  N/A 

10. Perforatedfrom 260 to 300 ,from to , from to 
2oBF Number of cuts per foot 

k Diam in. Type 
13. Method of construction Drilled 

(driiied, dug, driven. h e &  jetted, e&> 
14. Datestarted ?/I 7/93 

Month B Y  Year 

Month B Y  Year 

ft. (If flowing well, so state) 

15. Date completed 7/20/93 

16. Depth to water 
17. Describe point from which depth measurements were m 

1 55 

and give sea-level elevation if available ’* 

18. Ifflowing well, state method of flow regulation: 

Fie No. 
Received EyTE 
Entered 

A f 11-IQ) 23aab 



LOG OF WELL 

From 
(feet) 

To Description of formation material I 
(feet) 

8 
55 

177 

265 

I I 

55 I Tamt sandstone 
177 Grallite 

265 Granite 

300 Granite 

RE. w a t e r  at 177' 

Enc. water at 265' 

I I 

I 

I I 

I I 

I 

I 

I hereby certify that this well was drille;d-by"me !. #, *+ (or under my supervision), and that each and all statements 
herein contained true to the bestof my.knowledge , . -1 and belief. 

* :  . _ .  .. . .  
' . . - .  ' c: 

Driller Name: ~ . I . .  ._ . ~ . ~ ,  F. . . .- .. 
. .  

It& P P.O. Box 499 
Street 

Payson, AZ 85547 
~ 

City State ZfP 
Date 7/20/93 



1. Per A P S .  8 45-600, the Completian Report is to be filed with the Department within 30 days after installation of pump 
equipment by the registered well owner. 

2. Drawdown of the water level for a non-flawing well should be measured in feet after not less than 4 horn of cmtinuous 
operation w,d while still in operation and for a flowing well the shut-in pressure should be meaSllTed in feet above the land or in 
pounds per square inch at the land surface. 

3. The static groundwater level shouId be measured in feet from the land surface immediateIy prior to the wea capacity test 

4. The tested pumping capacity of the well in gallons pes minute for a non-flowing weIl should be determined by measming the 
discharge of the p m p  after continuous operation for at least 4 hours and for a flowing well by measuring the natural flow at the 
land surface. 

LOCATION 0 F T H E W E U  

Test pumping capacity Date Well Tested: 4 *. 23 
1 

Gallons per minute 

I HEREBY CERTiFY that the above st.tements are hue to the best of my knowledge 

\ n -  i -  
Date 

DWR-55-56-7191 (Re?.) 



ARIZONA DEPARTMENT OF WATER RESOURCES 
15 South 15th Avenue 

Phoenix, Arizona SO07 

WELL DRILLER REPORT 

This report should be prepared by the driller in ail detail and filed with the Department within 30 days 
following completion of the well. 

I. Owner Name: Gbrdon cotta 
Address: 1- AZ 851341 

Street City state Zip 
2. Driller Name: Aero Drilling & Pumps, InC. 

Address : P.O. Box 499, Payson, AZ 85547 
S K e e t  City State zip 

3. Location: 17N N/S IOE ETW 23 l,'4 1/4 1/4 
Township Range Section 10-acre 4o-acre 160-acre 

-----_ - --___ 4. Well Registration No. 55- 539488 (Required) - - _  
I 

1 .- - _  
5. PermitNoYA . of issued) 

DESCRIPTION OF WELL 

6. TOM depth of hole 240 ft, 

7. Typeofcasing Steel & Pvc 
8. Diameter and length of casing6"stl. in. from o to 21 , 4-  Vmzcin from 0 to a. 
9. Method of sealing at reduction points 
10. Perforatedfrom 200 to 240 ,from to , from to 
11. size of cuts &'holes Number of cuts per foot 20 

12. If screen was installed: Length N/A ft. D i m  in. Type 

13. Method of construction llril led 
(drilled, dug, drrven, bored, jetted, etc) 

14. Date started 6/17/93 
Month Day Year 

Month Day Year 
15. Date completed 6/78/93 

A- 16. Depth to water 165 * ft. (If flowing well, so slate) 

17. Describe point from which depth measurements were made, a 

18. if flowing well, state method of flow regulation: 
19. Remarlcs: 

t 

DWR-55-55-7191 (Rrv.) 

DO NOT WRITE IN THIS SPACE 
OFFICE RECORD 

55-539488 Registration No. 
File No. A [ l f - I O )  23aab 

Entercd 
Received BY 



LOG OF WELL 

From 
(feet) 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If 
water is artesian, indicate depth at which encounterd, and depth to which it rose in well. 

To Description of formation material 
(feet) 

0 
7 
52 

165 

7 Clav 
52 Topeat sandstone 
165 Granite 

197 Gcanite 
Ehc. water  at 165' 

1 Ermc. additional water at 197' 
197 I 225 I G r a n i t e  

-. 
225 

Enc. additional water a t  225' 
240 (;ranis.? 

~ 

I 
I I 

. I., . 
I hereby cenify that this $&I w?$drilled by me (or under my supervision), and that each and all statements 
herein contained areA me t3-th4 bkst&my knowledge and belief. 

I?-- 499 
Street 

Payson, A2 85547 
city State ZiD 

Date @ 6/18/93 



55-539488 Phoenix, Arizona 85007 RcgismLion NO. 

1. Per A.R.S. 8 45-600. the Compfetion Report is 10 be filcd with the Department within 30 days after installation of pump 
equipment by the registered well owner. 

2. Drawdown of ihe water level for a non-flowing we11 should be measured in feet after not less than 4 hours of continuous 
o p e r ~ o n  and while still in opention and for a ilowing w l l  the shut-in pressure should be measured in feet above the land or in 
pounds per square inch at the land surface. 

3. The static groundwarer level should be maured in feet from the h d  surface immcdi3teiy prior to the well capacity test 

4. The tested pumping capacity of rhe well in galIons per minute for a non-flowing well shouId be determined by measuring the 
discharge of the pump afrer cmtinuous ogeraiion for at least 4 hours and for 9 flowing wcll by measuring the natural flow at the 
Iand surface. 

LOCATION OF THE WELL; 

EOtRP31E3T I3‘:ST.A LLED; 

Kind of pump 3d&fl&B A d d  
- 

-. . .- Turbine, centrifugal, etc. 

&&.#?5&- H.P. -ins of SIoror t’ 
4 

Kind of power 
Electric, namrai gas, gasoline, etc. 

Pumping Capacity /z 644 Date pump insrallcd: Ci;-z3-9.3 
Gallons per minute * 

Test pumping capacity 1-25 Date \Vel1 Tcsted: 6 -- 25 3 4 5 
Gallons per minure 

Method of Discharge Me&.. marenlent i a d o e  F (9/ *d@ 
Weir, orifice. current meter, etc. 

Static Groundwater Level /c%‘ ft. Drawdown 2 z i  ft 

TotaI Pumping Lift / 7 8 ‘  ft Drawdown M/5 Ibs. 
(Flowing 5VcIl) 

- 19 93 Print Well Owner’s Name 



~ ARIZONA DEPARTMENT OF WATER RESOURCES 
15 South 15th Avenue 

Phoenix, Arizona 85007 

WELL DRILLER REPORT 

- ~ . _ _ _  

DWR-SS55-7tpi (ROV) 

This report should be prepared by the drilIer in all derail and filed with the Department within 30 days 
following completion of the well. 

Regismrim No. 55-539 490 
fqC NO. A ( l l - 1 0 )  23aac 

1. Owner Name: Graham & Jean m l  
Address: HC 3 E % x  573-E, Payson. A!Z 85541 

Street city State zip 
2. Driller Name: Aero E t r i l l i l w  & Paws. Inc. 

Address: P.O. Box 499, Payson, Az 85547 
Sneet City State Zip 

3. Location: 11N N/s 1OE Em 23 114 114 114 
Township Range Section 10-am 40-acre 160-acre 

4. Well Registration No. 55- 539490 

5. PermitNo. W A  (If issued) 

(Required) 

DESCRIPTION OF WELL 

6. Total depth of hole 260 ft 

7. Type of casing Steel 

8, Diameter and lengsh of casing 6 in. from 0 to 21 , in from to -. 
9. Method of sealing at reduction points N/A 
10. Perforated from to , from IO , from to 

I I. size of cuts 
12. If screen was installed: Length W/A ft. Diam in. Type 
13. Method of construction D.X7illed 

N/A Number of curs per foot 

(drilled, dug, driven, bored, jetted. etc) 

14. Darz stmed 6/22/93 

Month Day Year 
15. Date completed 6/23/93 

Month Day Year 
ft. (If Bowing well, so state) 16. Depth to water 167 

17. Describe point from which depth measurements were made, and give sea-level elevation if available 
Surface 

18. If flowing well, state method of flow regulation: N/A 
19. Remarks: 



LOG OF WELL 

10 50 
50 166 

Indicate depth at which water was first encountered, and the depth and thickness of water bearing beds. If 
water is artesian, indicate depth at which encounterd, and depth to which it rose in well. 

From I T O  I Description of formation material 

TagEat sandstone 
Granite 

(feet) I (feet) 

166 I 195 

195 260 

Granite 

Granite 
water at 195' 

I I 

I I 

I 
1 I 

I hereby certify that this well was drilled by me (or under my supervision), and that each and all statemenis 
herein contained are true to the best of my knowledge and belief. 

P.O. rn 499 
Street 

Pavm. Az 85547 
City State Zip 

Dote 6/23/93 



1 * 
ARIZONA DEPARTMENT OF WATER RESOURCES 

15 South 15th Avenue 
Phoenix, Arizona 85007 

%TXL DRILLER REPORT d *< 
This report should be prepared by the driller in a i I  detail and filed with the Department within 30 days 
following completion of the well. 

1. Owner Name: m- 
Address: P-0. Box 564, Pavson, Az 8554 7 

street City State Z P  
2. I)rillerName: A e r o  DrilJing & Pumps.. Inc. 

Address: P.O. J3ox 499, Paysonr Az 85547 
Street City Stare Zip 

3. Location: 11N N/s IOEEW 23 sw 1/4 1/4 1/4 
Township Range Section 10-acre 40-acre I6O-acre 

4. Well Registration No. 55- 539229 (Required) 

5. Permit NO.N/A (If issued) 

DESCRIPTION OF WELL 

6. Total depth of hole 220 ft. 
7. Typeofcakng steel l4 A7'C 

8. Diameter and length of casing 6"stl  in. from 0 to 21 , 4 - S " W  in from 0 to 220 . 
9. Method of sealing at reduction points Ah€'* 

11, Size of cuts 2Mlw 
12. E screen was installed: Length N/A ft. D i m  in. Type 
13. Method of construction Drilled 

10. Perforated from I80 to z20 , from to , from tQ 

Number of cuts per foot 20 

(drilled, dug, driven, bored, jetted, etc) 

14. Date starred 5/24/ 93 

Month Day YCU 
15. Date compIeted 5/26/93 

Mmlh %Y Year 

f t  (if flOWiRg well, SO state) 16. Depth to water 166 

17. Describe point from which depth measurements were made, and give sea-level eIevation if available 



LOG OF WELL 

From To 
(feet) (feet) 

Description of formation material 

0 
4 
75 

166 

4 Topsoil & clay  
75 Tapeat sandstone 

1 66 (;rani& 

Em. water -at 166ft. 
195 I Granite 

I hereby certify thatsthis well was drilled by me (or under my supervision), and that each and all statements 

195 

herein contained are tiue to the best of my knowledge and belief. . .  
. .  Driller Name: 

" . .  

~ n c .  add. water at 195ft. 
220 Granite 

P.0. Box 499 
Street 

Payson, -A!Z 85547 
City State Zip 

nata 5/26J93 



F WATER RESOURCES Q9. - ARIZONA DEPARTMENT 0 
15 South 15th Avenue 

7 193r COMPLETION REPORT 

I. Per A.R.S. !j 45-600. the Completion Report is to be filed with the Department within 30 days after instaIIation of pump 
equipment by the registered well owner. 

2. Drawdown of the water level for a non-flowing well should be measured in feet after not less than 4 horn of continuous 
operation and whife sdll in operation and for a flowing well rhe shut-in pressure should be measured in feet above the Iand or in 
pounds per square inch at the land surface. 

3. The static groundwater level shodd be measured in feet from the land s e e  immediateIy prior to the well ca&ty tesL 

4. The tested pumping capacity of the well in @ORS per minute for a non-flowing we11 shodd 5e determined by measuring the 
fischzrge cf +.e ptcp after cocSr i~ns  operation for at iesst 4 hours and for a flowing weii by measuring the naruraI flow at the 
land surface. 

EOmMENT XNSTALLED; - 
Kind of pump @!A h ~ f 5 ,  &d& 

Turbine, centrifugal, etc. 

Kind of power E / E C t C \ ’ r _  H.P. Rating of Motor 3 bo 

Pumping Capacity P t  
EIectric. narural gas, gasoline, etc. 

Date pump installed: fl A7d 2- 3 I 9 ? I 
GalIons per minute 

Test pumping capacity IS 
Gallofis Fi F‘- *1u,ute 

Method of Discharge Measurement R o c k ~ w d  M E  t E d “  
Weir, orifice, current meter, etc. 

StaUc Groundwater Level 154‘ ft. Drawdown 7+%9 ’ fL - 

lbs. 
(Flowing WeIi) 

I HEREBY CERTIFY ihar the above 

Date 

DWR-55-56-7B 1 @CY .) 



:. 
S?':ITE OF ARIZONA 

DEPART?.lENT OF WATER RESOURCES 
15 South 15th Avenue 

Phoenix, Arizona 85007 

1. 

2. 

3. 

4. 

5 .  

6 .  

7. 

a .  
9 .  

i n  

11 - 
1 2  - 

13. 

14. 

1 %  
- 4 .  

16. 

17. 

18. 

O-JI-EX United U t i l i t i e s  
Name 

P.0, Box 1586. Payson. AZ 85547 
Milmg Address 

Driller Aero Drilling & Pump s, Inc. 
N W e  

P-0. Box 4 9 9 .  Payson, A2 85547 

Locat_lon of hell: TIIN, RlOE, Sec.23, SI%, s&, 

Pernut No. N/A 

Mailing Address 

(If issued) 

Total depth of hole 400 ft. 

DESCRIPTIOff OF WELL 

Type of casing Steel & PVC 

Diameter and length of casing6"stl in. f r o m  0 to 42 , %"p% from 0 to 400 . 
Method of sealing at reduction polnts 

Perforated from200 

F i v e  cf cut= y' holes 
If screen was installed: LengthN/A E t .  Diam i n .  Type 

Method of construction D r i l l e d  

Adapter 

to 220 , from -- 360 to 400 , from to-- 

*nurrmer OL CULS per Loot 20 

drilled, dug. driven, bored, jetted, e m  

Date started 5/16/91 

Date completed 5/18/91 

Ecp t i :  to w c i t e r  177 ft. (If flowing well, so state) 

Describe point from which depth measurements were made, and g i v e  sea-level elevation 
if available_Surfa ce 

Month Day Year 

Month Day Year 

If flowing we l l ,  s t a t e  method of f l o w  
regulation: N /A 

Remarks: Installed pump- 
DO NOT WRITE IN THIS SPACE - 

OFFICE RECORD 

REG. No. 55-531101 

File NO. A(ll-10)23 ADC ! 
Entered ~~~~~~~ 13:; 

DWR-55-55-2189 

c 
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Kathleen M. Reidhead 

14406 S. Cholla Canyon Dr 
Phoenix, AZ 85044 

j' 

J 

i 

Telephone: 480-704-0261 

BEFORE THE ARIZONA CORPORATION COMMISSIQN , , 

IN THE MAlTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 

DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 

WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MAlTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 

CONNECTION WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT-AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-035 14A-13-0111 

DOCKET NO: W-03514A-13-0142 

INTEKVERNOR RESPONSE TO 
SUPPLEMEIUTAL REJOINDER TESTIMONY - 
PHASE 2 

Kathleen M. Reidhead, "KMR", is an intervenor in the above-captioned matter. She resides 
part-time in the Community of  Deer Creek Village, "DCV". 

Payson Water Company, "PWC", has not filed a rate application in 13 years. It's ratepayers 
finally got their first glimpse a t  its books and management practices after the inaccurate public notice 
announcing the rate case was delivered late and in a mysteriously nondescript envelope'. KMR received 
her notice on September 20,2013 and attended the Phase 1 Hearing on September 25,2013, gave a 
Public Comment and the next day filed her Motion t o  Intervene. Seven people in total, from 6 of the 8 

separate communities served by PWC filed a Motion to  intervene and were granted intervenor status in 
the case. What they saw in that public notice and in the Company's numerous and lengthy filings was 

appalling. Amongst the filings, there was a 279 page original rate appiication, along with a 23 page 
financing application, plus a 19 page MotionlRequest to  consdidate the 2 cases, plus a 36 page Rebuttal 

See the Surrebuttal Testimony of Suzanne Nee, Document #151202, Page 1, lines 39-45 and Page 2, lines 1-27. 
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Testimony (Phase l), a 60 page Miscellaneous Notice of Filing (Phase l), a 173 page Rebuttal Testimony 
(Phase 2), a 147 page Rejoinder Testimony (Phase 2) and finally a 75 page Supplemental Rejoinder 
Testimony (Phase 2) filed by the Company. It seemed the goal of the Company’s filings was to confuse 
and disarrange the ratepayers a t  every turn, as the ratemaking design changed 3 times over the course 
of this case, from Original Filing, at  Phase 2 Rebuttal and again a t  Phase 2 Rejoinder Testimony, 
delivered only one week before the Phase 2 Hearing was initialty scheduled to begin. 

These ratepayers had already been disillusioned by many years of poor service from the 
Company, as attested to via some of their Public Comments, so they were not easily dissuaded from the 
challenge of sorting through the volume of filings. KMR undertook an exhaustive study of the filings in 
an effort to untangle the facts from the fiction. One thing that remained consistent throughout KMR’s 
examination of the details is that the evidence did not support the story that PWC has told. Attached as 
Exhibit KMR-J is a listing of some of the imprudent, unreasonable, false and misleading actions that PWC 
has taken throughout the course of this rate case that caused a high level of suspicion and distrust by its 
ratepayers. 

The 147-page Rejoinder Testimony was filed with significant changes to PWC‘s proposals thus 
far. It altered the ratemaking design in the 11th hour, showing that PWC was taking actions to “move 
the goalpost” a t  a very late stage of the case. It seemed the Company was determined to disturb and 
disarrange the Intervenors yet again. This shows a callous disregard for the people PWC serves, who 
have already suffered greatly with poor service over many years, as stated throughout the record. 

A large payment the Company received from the condemnation sale of the Star Valley plant was 
adjusted off the books during the Test Year which altered the value of the Company’s property and 
would certainly impact the setting of rates, and someone is responsible for that. The human being that 
formerly ran the Company was Mr. Robert Hardcastle. The human being that currently runs the 
Company is Mr. Jason Williamson. We do not know if there is any collusion between the two men, as 
KMR was not answered on her Discovery Questions relating to their relationship. She filed a Motion to 
Compel Discovery, yet answers were still not forthcoming. At any rate, Mr. Jason Williamson has 
adopted and is supporting the application that was originally submitted under Mr. Robert Hardcastle’s 
testimony, which contains the evidence of that transaction. 

In Supplemental Rejoinder Testimony, PWC states that KMR claims the Star Valley/Quail Valley 
system is an asset that is “missing’”, but KMR clearly stated that the removal of the monetary asset 
gained as a result of the sale of the Star Valley/Quail Valley plant was the asset she was concerned 
about3. PWC adjusted their Income Statement to claim a monetary gain from the sale of the Star Valley 
plant as an increase and a decrease to the assets4. Manipulation of the books of PWC allowed the 
Company to paint a misleadingly dire picture of PWC’s finances during the Test Year, showing PWC in a 

’ Per the Supplemental Rejoinder Testimony of Jason Williamson, Document #150824, a t  Page 2. 
’ Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903, Page 3, lines 38-41 and Page 4, lines 
1-24. 
Per the Exhibit Schedule C-1 of Thomas Bourassa Testimony, Document #145511, Page 144/279 of the original 4 

rate application. 

Page 2 
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loss position, which would impact the setting of rates, as PWC would claim a desperate financial picture, 
justifying a large rate increase (to restore the Company to financial health) and necessitating expedited 
handling of the rate case. Expedited handling of the case might hinder scrutiny on the details contained 
within the lengthy filings. As stated in her Surrebuttal Testimony, KMR believes these actions are illegal, 
a violation of A.R.S. 940-426. KMR is not an attorney, however, and recognizes that other statutes may 
apply. Perhaps A.R.S. 944-1522, A.R.S. 944-1211, A.R.S. 944-1212, A.R.S. 944-1376.03 or others. It is 
certainly a violation of business and moral ethics, however, and even if no law was broken 
(theoretically), by taking the gain of $755,709 and distributing any portion of it to shareholders instead 
of using it to aid the renovation of some of the other aging and deteriorating water systems it serves, it 

denied the health of the Company and now asks the ratepayers to pay exorbitantly higher rates so that 
it can "regain" a sound financial condition. This, combined with other accounting irregularities5 and 
misleading statements made, seems to show a pattern to deceive, which may rise to the level of 
predatory business practices and may be unlawful, as per A.R.S. 944-1522 or other statutes. 

In the Company's latest filing, Supplemental Rejoinder Testimony, PWC provides SQV- Detuil for 
Disposition Journal - Accounts & Balances Mapping6 that shows a recap of the journal entries, posting 
a credit of $755,708.53 to the account labeled "Gain on sale of disposition". A credit is a decrease to an 
asset account, so a debit (an increase) of $771,755.47 was posted to the Cash account, while a credit (a 
decrease) of $755,708.53 is shown labeled as "Gain on sale of disposition". Even the label is misleading, 
as a credit to an asset account is a decrease, not a "gain". But the important detail is that the monetary 
gain of $755,708.53 was removed from the Company's books. At the bottom right corner of this exhibit, 
Journal Entry 3321 is referenced, changing the original accounting entry and stating it as a "temporary 
posting". This adjustment is confusing, as it shows a posting of $515,055.39 as a credit to the account 
number 05.05.9030.01, which is shown on the bottom left side of the exhibit as "Gain on sale of 
disposition". This differs from the "Recap of the journal entries" shown on the left side of the page. This 
adjustment is being made at Supplemental Rejoinder Testimony, only after scrutiny has come to bear on 
the disposition of that monetary asset which resulted from the sale of the Star Valley/Quail Valley 
system. The original entry clearly shows the money going on and off the books7. The new JE 3321 entry 
appears to be an effort to confuse the matter. 

Mr. Williamson claims the $755,709 was "used primarily to pay bills as well as to provide a 
dividend to the previous shareholder before we bought the stock''? Mr. Bourassa expands on this 
testimony to say, "Ultimately, the proceeds were used by PWC to pay its bills and provide a dividend to 
i ts previous shareholder. For example, the Company owed approximately $285,000 to BUI at the end of 
2011. The proceeds also helped to pay 2012 operating  expense^."^ What they both fail to acknowledge 
is that the entire proceeds belonged to the Company and would have shown the Company's financial 
condition in a much better position if that money had remained. In private enterprise, a Company 

Per the Supplement to Pre-Filed Testimony of Suzanne Nee, Document #150692, at  Page 1, lines 33-44 and Page 

Per Supplemental Rejoinder Testimony, Document #150824, a t  Page 74/75, Exhibit TJB-SRI1 by Thomas Bourassa. 
Per Original Rate Application, Document #145511, Thomas Bourassa Schedule C-1 Page 1, line 39 (Page 144/279). 
Per the Supplemental Rejoinder Testimony of Jason Williamson, Document #150824 a t  Page 2, lines 17-18. 
Per the Supplemental Rejoinder Testimony of Thomas Bourassa, Document #150824 a t  Page 3, lines 11-14. 

5 

2, lines 1-23. 
6 

7 

8 

9 
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usually only pays dividends to shareholders if they have an operating profit or if the owner's equity is 
substantial. It is highly unusual that PWC paid a dividend to the former shareholder during a Test Year 
for rates, which substantially altered the Company's financial picture. 

In her research of the case, KMR often wondered why the Company would engage in such an 
elaborate web of deceptions, until she found a study called Mogollon Rim Wuter Resources 
Munugement Study conducted by the US. Department of the interior - Bureau of Reclamation a t  this 
link: usbr.gov/lc/phoenix/reports/rnogollonrim/mrwrFr.html . The Report of Findings was published in 
April 2008, coincidentally the same month that Robert Hardcastle wrote a letter to Town of Payson 
asking to  participate in discussions about obtaining water supplies from the Cragin Reservoir". The 
study is related to the future demands of water for Payson and the surrounding area and how those 
needs can be served by the Cragin Reservoir, which is under the supervision of the Federal Government. 
KMR has put only a portion of this Study into evidence (58 pages) due to the size, attached as Exhibit 
KMR-K - the Report of Findings is 171 pages and the 12 appendices are several hundred additional 
pages. The included pages detail Brooke Utilities participation in this study. Brooke Utilities was the 
parent Company to PWC a t  the time. On page 17 of this Exhibit KMR-K is a map of the Study area. Six of 
the eight communities currently served by PWC are located within the Study area. The communities of 
Geronimo Estates, Whispering Pines and Mead Ranch are located within Sub-Region 1. The 
communities of East Verde Park, "EVP", Flowing Springs and Mesa del Caballo, "MdC", are located within 
Sub-Region 3. The communities of Gisela and DCV were not included in the study, as they are located 
approximately 15 miles south of the Payson area, in a different water basin (the Tonto Creek Water 
Basin, with abundant water resources, as previously established via Exhibit KMR-llU. Pages 43-58 of 
the Report offindings details the communities' existing conditions and current water use. MdC's 
conditions are detailed on page 56. The summary states, "The 7 wells yield a total of 45 to 50 gpm, 
enough capacity to supply 70 to 80 af/yr. The wells have apparently been operationally stable over the 
past 6 to  8 years, with only periodic water supply shortages." This data is considerably different than 
what PWC claims in their rate application, which shows a combined total yield of only 17.7 gpm from 
these 7 wells." 

3,500 acre feet per year of Cragin water is part of a water plan to serve the Upper Gila County 
area's growth through the year 2040. Town of Payson has agreed to use 3,000 acre feet per year, which 
leaves 500 acre feet of water available to other communities in the surrounding area. It seems clear 
that Robert Hardcastle had an interest in bringing some of that 500 acre feet of available Cragin water to 
a number of communities served by Brooke Utilities/Payson Water Company, possibly MdC, EVP and 
others. The problem is that he didn't state that interest to his ratepayers. MdC was not experiencing a 
chronic water deficiency problem, as far as the evidentiary record shows, a t  the time Robert Hardcastle 
wrote a letter to the Town of Payson in April 2008" expressing an interest in working with them to 

Per Exhibit KMR-H attached to Supplement to Pre-Filed Testimony submitted by Kathleen M. Reidhead on 

Per Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903. 
Per Rate Application, Document #145511, Exhibit A, pages 41-45/279. 
Per Exhibit KMR-H attached to Supplement to Pre-Filed Testimony submitted by Kathleen M. Reidhead on 

10 

January 7,2014, Document #150679. 
11 

12 

13 

January 7,2014, Document #150679. 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

obtain supplemental water supplies from the Town of Payson's Cragin pipeline. That is backed up by 
Exhibit KMR-K, the Mogo//on Rim Water Resources Munugement Study, published in April 2008 that 
reports MdC had "stable wells with only periodic supply shortages" . Only 13 months later did water 
hauling exercises commence in MdC. Water hauling has continued for the last 5 summers in MdC , with 
great hardship caused to the people of MdC, as evidenced by Public Comment given. To date, PWC has 
entered no evidence in this rate case to support their claim that water hauling exercises were necessary 
or prudent. KMR has produced evidence of PWC's claims of low performance wells in MdC, which is 
contrary to those wells' tested ~apabilitiesl~. No evidence is presented by PWC to explain why their 
wells are performing so poorly or what efforts PWC has made to investigate and correct that situation. 
Other wells have been drilled in MdC, 9 private wells in the last 3 years=, and al l  of those successfully 
obtained water at  depths ranging from 120 to 276 feet. The evidence shows Robert Hardcastle 
commenced water hauling exercises in MdC in Summer 200916. On March 31,2010 the Company filed 
an application for the emergency implementation of a water augmentation surcharge for it's MdC 
system. Robert Hardcastle met with customers in MdC on April 8 and 10,2OlO" to inform the 
customers of what it would cost to haul water. 95 Residents of MdC signed a petition to support the 
Company's efforts to develop additional water supplies, but it should be noted that nowhere on that 
petition is Cragin water mentioned as a source of additional water suppliesB. A water augmentation 
tariff for WldC went into effect on September 28,2010 via ACC Decision 71902. By August of 2011, 
residents of MdC were desperately seeking a solution to  alleviate their high summer water bills due to 
the high cost of water hauling. Robert Hardcastle met with MdC residents on August 25,2011 to 
discuss various optionsB for alleviating their frustrations, amongst those options -the Cragin water 
option. An article from the Payson Roundup published on August 30, 2O1l2O indicates that residents 
were being offered an opportunity to vote on which option they wanted. If a vote was taken, it has not 
been entered into evidence by PWC in this rate case. At the present time, the public opposition to the 
expensive Cragin pipeline project proposed by PWC has been loudly voiced by ratepayers from all of the 
8 systems after receiving public notice of the Company's proposal in late September 2013. 

It is reasonable to conclude that a small water Company, like PWC, would face obstacles gaining 
support from its ratepayers for a large rate increase tied to the high cost of Cragin water unless growth 
demanded it or a water shortage crisis existed. 

The actual costs PWC has spent in the past for drilling wells in MdC was put into evidence by the 
Company", showing costs ranging from $6,505.83 to $8,309.66 each. It is objectionable, therefore, that 

Per Supplement to Pre-Filed Testimony submitted by Kathleen M. Reidhead on January 6,2014, Document 

Per Exhibit KMR-G attached to  Supplement to Pre-Filed Testimony submitted by Kathleen M. Reidhead on 

Per ACC Decision 71902, Page 6, Document #118338 on Docket No. W-03514A-104116 & -0117 
Per ACC Decision 71902, Page 5, lines 20-22. 
Per Document #113908 filed on July 8,2010 on Docket No. W-03514A-104116 & -0117. 
Per the Direct Testimony of Kathleen M. Reidhead, Document #149527, pages 9-12 of Exhibit A. 
Per the Direct Testimony of Kathleen M. Reidhead, Document #149527, pages 9-12 of Exhibit A. 
Per the Rebuttal Testimony of Jason Williamson, Document #150385, Exhibit JW-RB1. 

14 

#150656 a t  Page 2, lines 12-15. 

January 7,2014, Document #150656. 

15 

16 

17 

18 

19 

20 

21 

Page 5 



1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

PWC has spent between $52,00022 to $88,O0Ou per summer to haul water over these last 5 years to 
MdC and EVP when they could have drilled 6-10 new wells each year for a similar amount of money 
and/or added larger storage tanks. Any responsible Company would have done this simple cost/benefit 
analysis and acted prudently. 

Steve Prihan stated in his public comments at the January 13,2014 Hearing", "Gila County put 
up $4 Million to make sure the pipeline was adequate size in order to bring the water to outlying 
communities." Per attached Exhibit KMR-L found at this link: http://www.gilacountyaz.gov/ 
government/clerk~of~the~board/Resolutions2008.php, the Gila County Board of Supervisors passed 
Resolution No. 08-09-01 on September 9,2008, allocating up to $4 Million dollars for construction of a 
single pipeline to deliver Cragin Reservoir water to Payson and northern Gila County communities. This 
evidence shows that Gila County officials were supportive of the long term water plan and eager to 
assist. However, the Resolution clearly states that "Gila County wishes to ultimately recover costs of the 
upsized pipeline from the communities and water purveyors that will use the pipeline." This makes it 
clear that PWC would be obligated to pay back a share of this $4 Million dollar commitment from the 
County if/when they obtained legal authority to participate in the Cragin water. It is clear now that the 
Cragin water plan has been developing since 2008 and that the State of Arizona, SRP, Town of Payson 
and Gila County are supporting a longterm water plan for northern Gila County's future water needs, 
using Cragin Reservoir water. This long term water plan has not been clearly and forthrightly disclosed 
to the ratepayers by PWC, however. No effort has been made to inform the ratepayers of the benefits 
of the long term plan. Nowhere has PWC disclosed that their participation in the Cragin pipeline would 
obligate PWC to pay Gila County back for a portion of the $4 Million they put forward. Nor has there 
been any disclosure of the specific costs PWC would incur for that. Instead, it appears a complicated 
and devious effort has been made to conceal these and other details from the ratepayers. Only through 
the diligence of the Intervenors has this information been found and brought forth. Once again, this 
concealment of key information seems to show a pattern to deceive, which may rise to the level of 
predatory business practices and may be unlawful, as per A.R.S. 944-1522 or other statutes. 

It's difficult to know exactly what the Company's devious plan entails, but it is clear that a 
devious plan exists. PWC should be investigated and held accountable for their actions. Mr. Shapiro 
misrepresented the facts of the matter to the Commissioners a t  the October 16,2013 Open Meeting 
when he said (referring to PWC), "They're going to do everything they can to get water sooner and 
cheaper to the people of MdCrrX "Cheaper" has been refuted in KMR's Surrebuttal Testimony, 
specifically Exhibit KMR-5, and the premise that MdC needs to "get water" is in question based on 
Exhibit KMR-G26 and Exhibit KMR-K (attached). It seems clear now that the Company's goal was to 

Per the Rejoinder Testimony of Jason Williamson, Document #150671, page 14, lines 22-23. 

Public Comment given by Steve Prihan of Elusive Acres on January 13,2014 @ 29:37 - 3251  of the video archive. 
Per the testimony of Jay Shapiro at the October 16,2013 Open Meeting, 03:29:30 - 03:31:29 of the video 

See the Supplement to Pre-Filed Testimony submitted by Kathleen M. Reidhead on January 7,2014, Document 

'3 Per Rebuttal Testimony of Jason Williamson, Document #150385, Page 9, lines 17 & 18. 
24 

25 

archive. 

#150679. 

26 
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obtain access to Cragin water resources without being straightforward and honest with their ratepayers 
about the reasons and the costs. 

PWC is now attempting to spread the cost of the TOP/MdC pipeline project onto all of its 
 ratepayer^^^, despite their claims to the contrarJ8, even those ratepayers who will never benefit from 
one drop of water from the TOP/MdC pipeline or the Cragin Reservoir, like those in Deer Creek Village 
and Gisela. This goes against the assurances given by PWC to the Commissioners a t  the October 16, 
2013 Open Meetinga. The Rejoinder Testimony of Thomas Bourassa shows the $275,000 added into 
the rate baseN as the Net Utility Plant in Service (for Test Year ending December 31,2012) is increased 
via an adjustment. This seems to be retroactive ratemaking, which KMR believes is a violation of the 
law. How can PWC place a pipeline in service in 2012 before it has yet been constructed in 2014? KMR 
believes this is a violation of A.R.S. 940-203. The Rejoinder Testimony rate design (H Schedules) shows 
conflicting information to  this data, however, so it is difficult to state with any degree of certainty 
exactly what the Company is proposing, as the irregularities in the data supplied by PWC gives very little 
confidence in the integrity of their claims. These actions seem to show a pattern to deceive, which may 
rise to the level of predatory business practices and may be unlawful, as per A.R.S. 944-1522 or other 
statutes. 

Whether the actions by PWC were intended to deceive or defraud the ratepayers remains 
uncertain, but KMR believes it warrants a criminal investigation. She asks the ACC to contact the 
Attorney General and to aid in an investigation, as per A.R.S. 940-421. 

In the meanwhile, it seems reasonable to request the ACC order an inspection by an outside, 
independent, 3rd party entity of all the PWC-owned and Brooke Utilities-owned wells in MdC and EVP 
for pump test capacity verifications. Upon determination of the results of that examination, routine 
maintenance and repair be performed on any wells determined to be underpetforming in order to bring 
them to peak operational condition. Likewise, the ACC could order a system monitoring exercise, 
similar to the one ordered for Geronimo Estates in 2005, referenced in ACC Decision #67747 and ACC 

Decision #68696. After one of those exercises, a final assessment of the well performance capabilities 
can be stated with certainty. Perhaps adding additional wells or additional storage tanks would alleviate 
the problems a t  a cost less than the $275,000 cost for the temporary TOP/MdC interconnect pipeline. 
Proactive and responsible action can, and should be taken as soon as possible to address the MdC and 
EVP system deficiencies. 

The ratepayers and the ACC have ample reason to doubt the integrity 
based on evidence of their conduct as established throughout this rate case. 
ACC to order cost of service studies be conducted and approve a just and reasonable rate for each of the 
water systems served by PWC that is rooted in actual cost of service and actual hydro-geological data 

Per Rejoinder Testimony of Jason Williamson, Document #150671, at Page 3, lines 7-10. 
Per Rejoinder Testimony of Jason Williamson, Document #150671, at Page 14, lines 6-8. 
Per Comments by Jay Shapiro at the October 16,2013 Open Meeting, 03:39:40 - 03:40:02 of the video archive. 
Per Rejoinder Testimony of Thomas Bourassa, Document #150671, a t  Rate Base Schedules: Schedule B-2, Page 1 
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relevant to their system(s). DCV and Gisela should be on a separate rate structure than the other 6 
systems, as it has been shown that different hydro-geological conditions exist in the Tonto Creek Water 
Basin than in the Verde River Basin. The costs of the TOP-MdC Interconnect pipeline and/or any costs 
associated with Cragin Reservoir water should not be imposed on any of these rural communities until it 
can be shown to be necessary and prudent or the Company obtains genuine public support for it via 
transparent disclosure of the details. KMR also requests the ACC amend the Curtailment Tariff issued 
by Decision #67821 and remove DCV from that order. 

For many years, Payson Water Company and its parent Company, Brooke Utilities, have hurt the 
people they serve. They planned to harm them further during the present rate case. While they state, 
"The approvals sought herein are compatible with the public interest and with the proper performance 
of PWC's duties as a public service Corp~ration"~~, their actions have been shown to be far from proper, 
as shown by Exhibit KMR-J. Their consolidation of rates proposal went so far as to attempt to hurt the 
people in the Tonto Creek Basin, where water resources are known to be abundant32. It appears that 
PWC has gone to great lengths to acquire access to Cragin water resources, for reasons that are still 
unclear. But whatever those reasons, the ratepayers of PWC deserve more ethical treatment from this 
Company in the future. This is a grave reminder that the societal and economic dangers of monopolies 
are very real, which is why it is necessary to regulate and monitor monopolistic businesses closely. 

Respectfully submitted this 27th day of January, 2014. 

Kathleen M. Reidhead, Intervenor 
14406 S. Cholla Canyon Dr. 
Phoenix, AZ 85044 

ORIGINAL and thirteen (13) copies 
of the foregoing were filed this 27th 
day of January, 2014 with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Per the Direct Testimony of Robert Hardcastle, Document #14559!3, Page 4, lines 17-18. 
Per Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903, at  Page 2, lines 10-39 and Page 3, lines 
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COPY of the foregoing was mailed 
this 27th day of January, 2014 to: 

Jay Shapiro (Attorney for Payson Water Co., Inc.) 
Fennemore Craig P.C. 
2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016 

Robert Hardcastle 
3101 State Road 
Bakersfield, CA 93308 

William Sheppard 
6250 North Central Avenue 
Phoenix, AZ 85012 

Thomas Bremer 
6717 E. Turquoise Ave. 
Scottsdale, AZ 85253 

J. Stephen Gehring & Richard M. Burt 
8157 W. Deadeye Rd. 
Payson, AZ 85541 

Glynn Ross 
405 S. Ponderosa 
Payson, AZ 85541 

Suzanne Nee 
2051 E. Aspen Dr. 
Tempe, AZ 85282 
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EXHIBIT KMR-J 
IMPRUDENT, UNREASONABLE, FALSE & MISLEADING PWC ACTIONS 

1. IMPRUDENT: Consolidating, bifurcating and expediting the rate case, causing high levels of confusion and 
distrust amongst the ratepayers? 

2. IMPRUDENT & MISLEADING: Publishing a late and inaccurate public notice for the rate case.' 
3. IMPRUDENT: Not informing the ratepayers from the other 7 systems outside of MdC about the MdC/Cragin 

project or of any other efforts taken to resolve claimed water deficiency issues in MdC prior to the public 
notice being delivered. 

4. IMPRUDENT: $275,000 TOP/MdC pipeline project. The cost of this project will encumber MdC ratepayers 
with debt over 20 years and cost far more than the cost of water hauling likely would have cost each individual 
ratepayer, as shown on Exhibit KMR-53. Later in the rate case, PWC placed the responsibility for this project 
onto &I ratepayers (after repeated statements that only MdC ratepayers would pay for this project) by placing 
the $275,000 TOP/MdC Interconnect pipeline into the rate base as a Net Utility Plant in Service (for Test Year 
ending December 31, 2012)4 even though the pipeline has not yet been constructed. 

5. FALSE: Mr. Williamson states, "It is clear in the record that we are requesting that MDC pay any extra costs 
associated with financing, building and operating the TOP-MDC line'I5. [The Phase 1 Decision #74175 called for 
a DSC of 1.2 or greater, which would have imposed higher rates for ratepayers, since there was only one 
rate proposal for consolidation of all systems6. The ratemaking design was later changed (for the third time) 
during Rejoinder Testimony to eliminate the Phase 2 financing costs and now puts the Phase 1 TOP-MDC 
pipeline costs into rate base, meaning &I ratepayers will indeed share those costs, if approved. Mr. 
Williamson contradicts his own statement in Rejoinder Testimony when he proposes including the cost of the 
TOP/MdC interconnection in the rate base and terminate the Phase 1 S~rcharge.~ This change is also reflected 
in Bourassa Rejoinder Schedule 9-2, Page 1: Net Utility Plant in Service (for Test Year ending December 31, 
2012) is increased from $826,561 to $1,100,886 via an adjustment, an increase of $274,32581 

6. MISLEADING: Mr. Williamson states that "The majority has concluded that, as far as the long term solutions, 
the best means is build the TOP-MDC line and then, when completed, to connect to the Cragin ~ipeline."~ 
[What he fails to acknowledge is that only the ratepayers in MdC were involved in the process and only 95 of 
them were in support of developing additional water supplies". No mention of Cragin water was on that 
petition. None of the ratepayers from any of the other 7 systems outside of MdC were informed or offered 
any opportunity to weigh in on this Decision prior to  the Public Notice issued, which they have clearly shown a 
strong opposition to since becoming aware of it. Hence, the group he cites does not qualify as a "majority".] 

Per the Motion to Consolidate Proceedings and Request for Expedited Procedural Schedule, Document #147357, posted on August 1 

15, 2013. 
' Per the Notice of Filing, Document #149206, posted on October 30,2013. 

Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903. 
Per Rejoinder Testimony of Thomas Bourassa, Document #150671 at Rate Base Schedules: Schedule B-2, Page 1 (Page 62/147). 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 at page 14, lines 6-8. 
Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903 a t  page 7, lines 1640 and page 8, lines 1-5. 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 a t  page 3, lines 7-11. 
Per the Rejoinder Testimony of Thomas Bourassa, Document #150671 a t  Exhibit Rejoinder Schedule B-2, Page 1 (Page 62/147). 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 a t  page 17, lines 8-10. 
Per ACC Decision No. 71902, Document #118338 on Docket #W-03514A-10-0116 & -0117, Petition is Document #113908 
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EXHIBIT KMR-J 

~~ ~ 

7. MISLEADING: Stating that "Building the TOP/MdC Interconnection Pipeline as soon as possible is the best 
thing for the Company and its customers."'' {This has been refuted by Exhibit KMR-5"] 

8. UNREASONABLE & MISLEADING: Claiming that the TOP/MdC interconnect pipeline is still necessary to avoid 
water hauling chargesU after PWC well performance data has been entered into evidence showing PWC wells 
underperforming, while no evidence has been presented to show any efforts to evaluate and/or improve the 
PWC wells in MdC has yet been attempted. 

9. MISLEADING: PWC is now attempting to spread the cost of the TOP-MdC interconnect pipeline onto all of i ts 
ratepayers14 despite their claims to the contrarys, even those ratepayers who will never benefit from one 
drop of water from the TOP-MdC pipeline or Cragin Reservoir water, like those in Deer Creek Village and 
Gisela. These communities are approximately 20 mites away from the location of the pipeline and have 
abundant water resources underground. 

10. IMPRUDENT: Spending "tens of thousands of extra dollars in expedited Commission proceedings"16 to pursue 
an expensive solution ($1.2 M Cragin pipeline project) to a problem that has not been proven. 

11. IMPRUDENT: Adjusting the Income Statement to claim a monetary gain from the sale of the Star Valley plant 
as an increase and a decrease to assets." The removal of this asset from the Company altered the Test Year 
data, which significantly impacts the rate case. Later changing that accounting entry in the Supplemental 
Rejoinder Testimony to reflect different handling of that asset.l* 

12. MISLEADING: Stating that the Company is in very poor financial condition.fg [The Company would not be in 
poor financial condition if a monetary asset of $755,709 from the sale of the Star Valley plant had not been 
removed during the Test Year and a large portion of it distributed to a Shareholder of Brooke Utilitie~.~'] 

13. IMPRUDENT & MISLEADING: Recording the accounting for all systems using only one accounting system and 
one chart of accounts. [This caused complicated adjustments to be made during the rate case, especially so 
due to the condemnation sale of the Star Valley/Quail Valley system. Further, late adjustments to accounting 
postings" and questionable reporting of Miscellaneous Expenses is n ~ t e d . ~ ]  

14. IMPRUDENT: Not complying with ADEQ & ADWR regulations and reporting  requirement^.^^ 
15. UNREASONABLE: Changing the rate design at Phase 2 Rebuttal Testimony via a 173 page document. 
16. UNREASONABLE: Changing the rate design at Phase 2 Rejoinder Testimony via a 147 page document, a t  a 

very late stage of the rate case, presented one week before initially scheduled Hearing. 
17. MISLEADING & UNREASONABLE: Mr. Williamson states that he does not agree that Deer Creek Village should 

be released from the Curtailment Tariff issued in 2005, Decision 67821, even though "it seems they have an 

Per the Responsive Testimony of Jason Williamson, Document #148449, Page 4, lines 22-25. 
Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903, Page 6, lines 4-16. 
Per Jay Shapiro a t  the Pre-Hearing Conference on 01/08/14, from 06:OO-6:35 of the video archive. 
Per Rejoinder Testimony of Jason Williamson, Document #150671 at page 3, lines 7-10. 
Per Rejoinder Testimony of Jason Williamson, Document #150671 at page 14, lines 6-8. 
Per the Responsive Testimony of Jason Williamson, Document #148449, Page 4 lines 22-25. 
Per the Exhibit Schedule C-1 of Thomas Bourassa, Document #145511, Page 1441279 of original rate application. 
Per the Exhibit TJB-SRJ1 of Thomas Bourassa Supplemental Rejoinder Testimony, Document #150824, page 74/75. 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 a t  page 5, lines 3-4. 
Per the Exhibit Schedule C-1 of Thomas Bourassa, Document #145511, Page 144/279 of original rate application 
See Supplemental Rejoinder Testimony, Document #150824 at Page 74/75, Exhibit TJRSRI1 by Thomas Bourassa. 
Per the Surrebuttal Testimony of Suzanne Nee, Document #151202, Page 1, lines 3945 and Page 2, lines 1-27. 
Per the Direct Testimony of Jian Liu, Document #149555, Page 13. 
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EXHIBIT KMR-J 
ample water supply"." Abundant water resources are available in the underground aquifer that supplies DCV 
wellsE. [He cites reasons that the Commission wanted all of PWC's systems subject to curtailment tariffs, 
showing no willingness to assist in correcting this injustice during the current proceedings.] 

communities. Each of these systems is an independent well system, not connected to any of the others. 
There is no evidence that water supply is deficient in any or all of these 8 systems and therefore, it cannot be 
shown that conservation is necessary or beneficial to anyone in these systems and therefore, conservation 
rates should not be imposed. 

19. UNREASONABLE: Proposing consolidation of rates. Consolidation is discriminatory to ratepayers in Gisela 
and DCV due to the fact that these two communities have abundant and stable water resources, unlike some 
of the other communities served by PWC26. 

20. FALSE: Stating that the pipeline and any associated costs do not affect KMR "as she, herself, has re~ognized"~~ 
[The footnote points to Page 7 of KMR Surrebuttal Testimony, which in no way indicates that she has made 
any such statement.] 

21. MISLEADING: Mr. Williamson states, "All of the systems are owned and operated by PWC and they are all 
located in the same general geographical area."** [This statement is made after it has been shown that Deer 
Creek Village and Gisela are physically located in the Tonto Creek Basin, with abundant water resources in 
underground storage, while the other 6 communities are physically located in the Verde River Basin, where 
different conditions may exist.29 Furthermore, the great distance between some of these systems has been 
noted for the record. For example, Deer Creek Village is approximately 20 miles away from Mesa del 
Ca ba IIO.~] 

22. MISLEADING: Mr. Bourassa states, "As far as I am aware, the missing plant invoices and the Star Vatley/Quail 
Valley related ClAC are the only record keeping issues in the case."31 [This statement is made after it has been 
shown that PWC's Miscellaneous Expenses are exceedingly high, per Sue Nee32.] 

labels for the accounting entries detailing the disposition of the monetary asset received from the 
condemnation sale of the Star Valley/Quail Valley plant. This document also shows a change to the original 
Journal Entry 3321, stating the previous entry as a "temporary posting". 

24. MISLEADING: Per Exhibit KMR-L and as stated by Steve Prihan in his public comments at the January 13,2014 
HearingM, "Gila County put up $4 Million to make sure the Cragin pipeline was adequate size in order to bring 
water to outlying communities." This evidence shows that Gila County officials were supportive of the long 
term water plan. Though it has been developing since 2008, nowhere has this long term water plan been 

18. UNREASONABLE: Proposing conservation rates (a tiered commodity structure) on any of these rural 

23. MISLEADING: The SQV-Detailfor Disposition Journal - Accounts and €lalances AAcrp~in$~ shows misleading 

Per the Rejoinder Testimony of Jason Williamson, Document #E0671 at page 16, lines 5-6. 
Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903, Exhibit KMR-1. 
Per Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903, Page 2-3 & Exhibit KMR-1. 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 at page 15, lines 14-15. 
Per the Rejoinder Testimony of Jason Williamson, Document #150671 a t  page 13, lines 13-15. 
Per the Surrebuttal Testimony of Kathleen M. Reidhead, Document #149903 a t  pages 2-3. 
Per the Direct Testimony of Kathleen M. Reidhead, Document #149527 at page 2, lines 6-8. 
Per the Supplemental Rejoinder Testimony of Thomas Bourassa at page 4, lines 22-23 (Pg. 69/75) and page 5, lines 1-7 (Pg. 70/75). 
Per the Supplement to Pre-Filed Testimony of Suzanne Nee, Document #150692, at Page 1, lines 33-44 and Page 2, lines 1-23. 
Per the Supplemental Rejoinder Testimony by Thomas Bourassa, Document #150824 a t  page 74/75, Exhibit TJB-SRJl. 
Public Comment given by Steve Prahin of Elusive Acres on January 13,2014 @ 29:37 - 3251 of the video archive. 
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EXHIBIT KMR-J 
~~ ~ 

clearly and forthrightly disclosed to the ratepayers by PWC. No effort has been made to inform the 
ratepayers of the benefits of the long term plan. Nowhere has it been disclosed that PWC's participation in 
the Cragin pipeline would obligate PWC to pay Gila County back for a portion of the $4 Million they put 
forward. Nor is there any disclosure of what the costs would be for that. Instead, a complicated and devious 
effort to hide those details has been made. 

25. IMPRUDENT: PWC has shown costs spent for drilling wells in the past in MdC3' ranging from $6,505.83 to 
$8,309.66 each. It is objectionable, therefore, that PWC has spent between $52,00036 to $88,00037 per 
summer to haul water over these last 5 years to MdC and N P .  PWC could have drilled 6-10 new wells 
year for that amount of money and/or added additional larger storage tanks. Any responsible Company would 
have done this simple cost/benefit analysis and acted prudently. 

Per the Rebuttal Testimony of Jason Williamson, Document #150385, Exhibit JW-RB1. 
Per the Rejoinder Testimony of Jason Williamson, Document #150671, page 14, lines 22-23. 
Per Rebuttal Testimony of Jason Williamson, Document #150385, Page 9, lines 17 & 18. 
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Mogollon Rim Water Resources 

Management Study - Report of Findings 

(58 pages of 171 pages) 

NOTE: Pages 30-37 and 59-171 are intentionally removed due to size 
considerations. This is a portion of the complete report, which can be found 
at: usbr.gov/lc/phoenix/reports/mogoJlonrim/mrw~r.html 
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future. 
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develop, and protect water and related resources in an 
environmentally and economically sound manner in the 
interest of the American public. 
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Report of Findings 

Executive Summary 

There are 44 communities located within the Mogollon Rim Water Resources 
Management Study (Study) area. The communities are comprised of Towns and 
unincorporated communities with water services fkom municipal systems, private 
water companies, domestic water improvement districts, cooperatives and 
homeowners associations. The population projected for build out in the Study 
area of Northern Gila County, AZ is more than triple the present population. 
Most communities are already experiencing chronic water shortages due to 
increased seasonal water use, drought conditions, and reliability issues. The 
primary goal of this study is develop regional alternatives with the potential of 
resolving the urgent and compelling need throughout the Study area for long term 
reliable water supplies. 

Study Purpose 

The Study is a regional effort intended to: 

Identify present population and water use within the Study area. 

Project future population and water demands to the year 2040. 

Determine if there is a need to supplement existing water resources to 
meet future needs. 

If additional water is needed, develop a comprehensive range of 
alternatives that will take full advantage of opportunities, as well as take 
into consideration any constraints, that are identified in the course of the 
Study. 

Evaluate the alternatives based on criteria developed by the Study 
stakeholders to determine if there is at least one alternative that can meet 
the identified water demands. 

If there is at least one alternative capable of meeting the identified water 
demands, determine whether there is a Federal interest in carrying that 
alternative forward to a feasibility study. 
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Study Team 

The Study partners are the town of Payson, Gila County, and the Bureau of 
Reclamation. Gila County represents the unincorporated communities within the 
Study area. Other participating agencies include the Arizona Department of 
Vtiater Resources, the U.S. Forest Service, the Salt Rixer Project, the Tonto 
Apache Tribe. and Brooke Utilities (a private water company in the Study area). 

Tasks Performed 

A Demand Analysis was perfozmed to establish present and future population and 
present and hture water supply needs. 

Projected demands were compared to available resources to estimate projected 
unmet demands. Because of the volatility of available supplies due to persistent 
drought conditions, extreme seasonal water use, and unreliability of developed 
groundwater sources, alternatives were developed to meet all of the projected 
future water supply needs. The two main sources of supply for the alternatives 
are groundwater and surface water. 

Groundwater is the most relied up source of water in the Study area. And due to 
the unreliabiiity of the fractured granite shallow aquifer currently used for water 
supply. the study partners recognized the need to collect more refined data 
pertaining to the location and movement of water throughout both the shallow and 
deep aquifer systems in the Study area. Therefore, a Hydrogcologic Framework 
was developed for the study. The Hydrogeologic Framework provides a 
conceptual groundwater modei aimed at identifying areas of high potential 
development of reliable groundwater sources. 

The passage of the 2004 Arizona Water Rights Settlement Act resulted in 
allocation of 3,500 ac!ft of annual surface water supply fi-om C.C. Cragin 
reservoir to northern Gila County. The 4c t  designates 3,000 ac,/ft annually for the 
Town of Payson and 500 ac/ft annually for other northern Gila County 
communities. Additional C.C. Cragin water supply may be available to the Tonto 
Apache Tribe and the Pine Water Company by exchange with the Salt River 
Project for valid CAP allocations. The availability of this renewable surfa, re water 
source to the communities within the Study area is a key component to solving the 
long term supply and reliability issues in the region. 
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Six groundwater alternatives, nine surface water alternatives, one effluent 
alternative, and three water resource and operational management alternatives 
were formulated, analyzed and evaluated in the study process. There is either one 
alternative or a combination of alternatives that can meet the water supply needs 
of each of the communities in the Study area. 

There are many issues with respect to a Federal interest for any of the alternatives. 
These would include, but not be limited to the following: 

Recognition and respect for Federal landownership and management 
programs. 

Honoring of existing National Forest’s plans. 

Existing Federal environmental programs. 

Contractual and other administrative relationships between Reclamation, 
and the two Arizona Federal water projects (CAP and SRP). 

Arizona Water Settlement Act of 2004 - Implementation of Indian water 
settlements 

Anticipated environmental disturbance to Federal lands caused by 
construction. 

Potential opportunities to improve public use of Federal lands for 
recreation and other reasonable public access purposes. 

Archeological and ecological locations to identify, protect, and mitigate on 
Federal lands. 

Potential for entry into Tonto National Forest for purposes of groundwater 
development. 

Conclusions 

There is a need for up to 9,330 af7yr to supplement existing water 
resources in the Study area. 

There are groundwater (local and regional), surface water (regional, 
including CAP exchange options) and combinations of both alternatives 
that will meet the water demands for all of the communities in the Study 
area. 

Of the nineteen alternatives developed for this study two groundwater and 
four surface water alternatives were deemed to be viable and are, 
therefore, recommended for hther feasibility level study. 
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Zinplementing a project which would beneficial use the 3,500 acre-feet of 
water from the C.C. Cragin Reservoir which was allocated to the Town of 
Payson and Northern Gila County by the 2004 Arizona Water Rights 
Settlement Act would be the most effective method of meeting the future 
water demands of the majority of the citizens living in the Study area. 

There are Federal interests that are vital to a regional plan that justify 
Reclamation’s future involvement in a feasibility study of the viable 
alternatives. 
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I. Introduction 

LA Background 

The Mogollon Rim Water Resources Management Study (Study) has been 
conducted to provide a regional assessment of current water supplies and identify 
potential alternatives for providing adequate water to Arizona communities 
located in the northwesterly comer of Gila County (see Figure 1-1). 

The geographic area of focus for this Study is located entirely within northern 
Gila County, about 100 miles north of the Phoenix metropolitan area, Arizona 
(see Figure 1-2). Gila County is a relatively small county in tams of population 
(53,000) but quite large in terms of land mass (4,796 square miles). 
Approximately 96 percent of the County consists of national forests, state, 
Federal, and tribal lands, leaving only 3.7 percent private lands. One-half of the 
private land consists of mining properties. The historical county seat (Globe), a 
major copper producing area, was at one time the Capital of the Arizona 
Territory, prior to statehood. The Study area (see Figure 1-1) is bordered to the 
west by the Gila County boundary and to the north again by the Gila County 
boundary along the Mogollon Rim, about 15 miles north of Payson, Arizona. The 
Mogollon Rim, an escarpment, extends over 100 miles and defines the southern 
edge of the Colorado Plateau. The eastern boundary of the Study area is 
Christopher Creek and Tonto Creek; and the southern boundary is about 4 miles 
south of Payson, at or near Latitude N 34"09. The Study area encompasses 
approximately 632 square miles, all of which are located within the Tonto 
National Forest. The main sources of surface water in the Study area are the East 
Verde River, a tributary to the Verde River, and Tonto Creek, a tributary to the 
Salt River. 

The Study partners include the Bureau of Reclamation (Reclamation), Gila 
County (County), and the Town of Payson (Payson). The County represents the 
unincorporated communities within the Study area, including water improvement 
districts. Payson represents its citizens, which make up about 68 percent of the 
total population within the Study area; its town limits occupy about 1 percent of 
the land mass of the Study area. 

Other agencies participating in the Study include: United States Forest Service 
(FS), both Coconino National Forest (CNF) and Tonto National Forest (TNF); 
Arizona Department of Water Resources (ADWR); Salt River Project (SRP) - a 
major supplier of water to the Phoenix metropolitan area; and regulated water 
utilities in the Study area (mainly Brooke Utilities, Inc.). The Tonto Apache 
Tribe, the only Native American community within the Study area, has formally 
requested to be included as a participant in the Study. 

5 



Mocroilon Rim Water Resources - Management Study - Report of Findings 

Figure 1-1. - General Vicinity Map 

1.B Need for and Purpose of the Study 

I.B.1 Need for the Study 

In the past, water providers and users within the Study area have sought to 
develop their own water supplies. \%ile most area water resources haQe been 
managed with diligence within the Study area, especially in Payson, the ability to 
meet existing water demands with the available water supply has been seriously 
compromised by the current drought, in its 10th year as of 2007. The existing 
developed water resources are inadequate to reliably support future water supply 
needs of the Study partners. 
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Figure 1-2. - Map of the Study area 

The Study area’s conflict between its growing population and diminishing water 
supply availability and/or poor reliability has posed significant water resource 
management problems for the water service providers within the Study area. 
Almost all of the communities in the Study area are experiencing one or more of 
the fnllnwing: 

Water shortages for daily needs; 
Exhausting existing supplies during periods of drought; 
Placing residents under severe water use restrictions; and 
Experiencing inadequate water supplies to sustain the increased growth in 
the area. 

Over the last few years, the Study partners have found it neither possible nor 
practicable to develop water supply projects independent of each other, and they 
are concerned about developing and/or maintaining sustainable and renewable 
water supplies for their communities over the next 35 years. The Study partners 
are seeking to develop suitable regional alternatives that will allow each partner to 
contribute both its energies and resources in developing a regional solution to 
solve their individual water supply needs. 
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In addition to entities that are a formal part of the Study, there are numerous other 
water providers and users which could either be directly or indirectly impacted by 
any proposed regional solution. These entities are located throughout the Study 
area and include private water companies, rural subdivisions, home owner 
associations (HOAs), domestic water improvement districts (DWIDs), and private 
well owners (see section III.A, Types of Water Supply Providers). 

As discussed in more detail later in this Study, the projected water demand for the 
growing population in the Study area is estimated to exceed 10,000 acre-feet per 
year (afi'yr) by 2040, compared to an existing supply and conservation-driven 
demand of 2,600 af7yr. Nearly all the water currently provided in the Study area 
comes from shallow well fields that are either fully developed or annually 
exhausted, many of which may be at risk of contamination due to proximity to 
local septic systems. 

I.B.2 Purpose of the Study 

The purpose of the Study is to identify and describe the long-term water supply 
and demand issues for the communities within the Study area. 

The Study expects to accomplish the following: 

Identify present population and water use within the Study area. 

Project future population and water demands to the year 2040. 

Determine if there is a need to supplement existing water resources to 
meet future needs. 

If additional water is needed, develop a comprehensive range of 
alternatives that will take full advantage of opportunities, as well as take 
into consideration any constraints, that are identified in the course of the 
Study. 

Evaluate the alternatives based on criteria developed by the Study 
stakeholders to determine if there is at least one alternative that can meet 
the identified water demands. 

If there is at least one alternative capable of meeting the identified water 
demands, determine whether there is a Federal interest in carrying that 
alternative forward to a feasibility study. 

An overall objective of the Study is to supply sound technical information 
(including regional groundwater mapping) that can be used by all of the Study 
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participants and other Study area communities to assist in locating and developing 
water supplies. 

The planning period for the Study is 2005 to 2040. The base data were collected 
as of the 2002 calendar period. For purposes of this Study it is assumed that 
“build-out” of all Study area communities will occur by the year 2040. Such 
build-out projections are anticipated because of the tremendous growth trends 
expected to occur in the Phoenix area, with many of its residents seeking summer 
or second homes in the Study area, and in-migration of retirees moving full-time 
to the Rim County fi-om many states. 

1.C Roles of the Study Participants 

The Partners, participating agencies, and other water providers in the Study area 
(not represented by the County) each share a common goal in the development 
and use of adequate, reliable, renewable, and sustainable water resources for the 
Mogollon Rim area, and in the preservation and protection of historic water 
rights. Following is a brief description of the roles and responsibilities of each 
participant. 

I.C. 1 Study Partners 

Bureau of Reclamation 
Reclamation is a Federal agency within the United States Department of the 
Tnterior, and is charged with developing and assisting in the developmmt ofwztter 
resources in the western United States. Besides Reclamation’s ownership of 
dams, canals, and other water resource assets, such as C.C. Cragin Dam and 
Reservoir (formerly known as Blue Ridge Dam and Reservoir), Reclamation’s 
responsibilities in the Study include funding and coordinating the Study, 
supplying and analyzing data, and ensuring Federal interests in the Study area are 
protected and/or addressed. 

Gila Country 
Gila County represents the interests of the unincorporated communities in the 
Study area, including facilitating and coordinating their involvement in the Study. 
The County assisted in the collection of population and water use data from all 
communities outside of Payson. Additionally, it assisted in the development and 
analysis of alternative solutions that would help give unincorporated areas access 
to adequate, sustainable, and renewable supplies of water through the year of 
2040 and beyond. 

Town of Payson 
Payson represents the interest of the town of Payson. Payson provided leadership 
and political support to locate new water resources for the region. It also 
provided extensive direction to the Study’s Technical Committee; supplied 
contacts and vendors to assist with consulting and engineering support required 
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during the Study; and shared existing data and information related to prior 
regional groundwater mapping and modeling efforts. 

1. C. 2 Other Participating Agencies 

FS, Tonto National Forest 
All communities within the Study area are entirely surrounded by the TNF. The 
TNF has management responsibility over all lands within the TNF, and must 
ensure any proposed activity that would require a FS permit is consistent with the 
Forest Plan. 

FS, Coconino National Forest 
The CNF lies in northcentral Arizona. The existing facilities associated with C. 
C. Cragin Dam’ are located within the CNF, with the exception of the pipeline on 
the downslope face of the Mogollon Rim that pumps water fiom the reservoir to 
the Verde River, and the hydroelectric generation plant that supplies the primary 
energy to operate the C.C. Cragin pumping plant. Similar to the TNF, the CNF 
has management responsibility over all lands within the CNF, and must ensure 
any proposed activity that would require a FS permit is consistent with the Forest 
Plan. 

Salt River Project 
SRP holds most of the water rights to flows of the East Verde River and Tonto 
Creek, which are stored in reservoirs on both the Verde and Salt rivers. This 
includes nearly all of the surface water runoff fiom the Study area.’ This water is 
ultimately delivered to and used in the Phoenix metropolitan area. SRP 
participated in data collection and alternatives development related to this Study. 

Arizona Department of Water Resources 
ADWR provided guidance to all parties involved in the Study related to Arizona 
water law, which basically provides for title to all natural groundwater to be 
vested in the state of Arizona, but makes it available to landowners under which 
the water lies, for reasonable use at no charge. ADWR also coordinated and 
shared statistics and technical data related to water development efforts and uses 

~~~~ ~ 

Note: C.C. Cragin Dam and Reservoir, and much of its associated transmission system, are 
located outside the Study area, within the boundaries of the CNF. In addition, a portion of the 
large regional groundwater aquifer, C aquifer, underlies and is adjacent to the Reservoir. 
Typically, most of the water captured by the Reservoir is pumped south, over the Mogollon Rim 
into the East Verde River. In the fidxre it is anticipated that a portion of the diversion may be 
diverted into a proposed water transmission pipeline to Payson and possibly to other communities. 
A majority of the water is expected to continue its flow down the river and enter the Salt River 
Project’s reservoir system (subject to SRP requirements and operational needs). While the CNF 
was not created to protect the watershed for the SRP, it still is required to protect the watershed on 
behalf of all citizens of the United States. 

A limited amount of surface water is used by smaller communities in the Study area that have 
established water claims pursuant to Arizona’s Surface Water Code (see Table II.6, Surface Water 
Claims on the East Verde River (1984)). 

2 
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within the Study area. It also provided input related to alternative solutions that 
may solve water resource problems within the Mogollon Rim area of Arizona. 

Water Service Providers and Domestic Water Improvement Districts 
Many of the water service providers and domestic water improvement districts 
within the Study area provided statistical and technical data, as well as 
considerations and feedback regarding alternatives that may provide solutions to 
water supply issues they face on a day-to-day basis. 

I.D. Development and Use of Technical Data 

Hydrologic and geologic data and information are exceptionally lacking for the 
Study area. Conducting an appraisal-level study using only currently available 
data would have resulted in a report that provided little more than what is already 
known about the Study area. Therefore, several key investigations were identified 
and undertaken as preliminary steps in conducting this Study. These were 
considered to be essential to identi@ viable alternatives for meeting the Study 
area’s future water supply needs. These investigations included the following: 

“Hydrogeologic Framework and Review of Alternative Water Solutions 
for the Mogollon Rim Water Resources Management Study area” by 
HydroSystems, Inc., April 2008 (Attachment 1); 

“Geology and Structural Controls of Groundwater, Mogollon Rim Water 
Resources Management Study” by Gaeaorama, Inc., July 2006 
(Attachment 1 A); 

“Evaluation of the Source Water Chemistry fiom the Major Springs and 
Select Wells in the Mogollon Rim Water Resources Management Study 
area” by HydroSystems, Inc., February 2006 (Attachment 1B); and 

“Report on an Isotope Study of Groundwater from the Mogollon 

Chris Eastoe, Ph.D., University of Arizona, October 2007 (Attachment 
TT:-1-1-.-1- A _ _ _ _  --d A >:----A n a--- n:--- ox- n __.__ -_ A .-: )) I _ _ -  
JlI@lldllUS mGd allU f i U J a L G l l L  1VlUgU’i;Ull Nlll, Ulld LUUilLy, AlILUllii Vy 

1C). 

The results of these studies were extremely helpful in substantiating previously 
held assumptions and hypotheses regarding groundwater conditions within the 
Study area. 

The Study does not evaluate (in depth) issues of local distribution system 
infrastructure, wastewater treatment systems, sewerage collection systems, or 
other operational management tools available to system operators, that are not 
part of the transmission system bringing water fiom water supply sources to the 
water service provider’s service area. While these issues are mentioned in the 
lscussion of alternatives, each of these elements require additional study, both 
technically and economically, so that each interested entity or group can evaluate 
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and assess the total cost of acquiring and using any water source described in this 
Study. 
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il. Current Conditions of the Study area 

This section includes a brief discussion about the climate, topography, geology, 
surface water hydrology, and hydrogeology of the Study area, as background 
information for the discussion concerning the communities within the Study area, 
their current water supplies, projected water needs, and potential future water 
resources. Other areas such as environmental, socioeconomic, legal, and 
institutional considerations and constraints also are briefly addressed, as 
appropriate. 

1I.A Climate 

Precipitation in the Study area is seasonal; during the winter, storms associated 
with frontal systems bringing moisture fi-om the Pacific Ocean travel fi-om west to 
east, generally fi-om late October through April. Precipitation often occurs as rain 
at the lower elevations near Payson and as snow at higher elevations along the 
Mogollon Rim, and on the Plateau. Winter storms have been the cause of many 
of the major floods in this area, particularly when warm rain falls on snow. The 
highest runoff during the year commonly occurs in March and April as a result of 
snowmelt. High flows are less common in May and early June, between the 
winter and summer storm seasons, than during any other part of the year. The 
second precipitation season is during the summer when moist tropical air sweeps 
in from the south. Precipitation at this time of year often occurs as short-duration, 
locally intense thunderstorms that are common from late June through early 
October and often cause local flash flooding. 

Annual precipitation ranges from 18 to 26 inches near the Rim and in the Plateau 
uplands, with the highest values occurring along the Rim. National Weather 
Service records indicate Payson receives approximately 22 inches of precipitation 
a year, at an elevation of 4,900 feet above mean sea level (amsl). 

1I.B Topography 

The Study area is located within both the Verde River and Salt River watersheds, 
and contains mid-elevation mountain ranges and valleys. Areas of higher 
elevation exist along the north-central boundary of the Study area. Vegetation 
includes semi-desert grasslands, Sonorm desert scrub, chaparral, highland, and 
woodland conifer forests (ADWR 2007). Most of the Study area is comprised of 
scrub oak, juniper, and conifer forest-type cover. 

The elevation within the Study area ranges from more than 7,500 feet amsl at the 
top of the Mogollon Rim, to about 4,500 feet amsl at Fossil Springs, and 3,400 
feet amsl at the Study boundary intersecting Tonto Creek. In most portions of the 
Study area, the cliffs and hills are thickly forested. The most prominent 
topographic feature in the Study area is the Mogollon Rim, which forms the 

13 



Mogollon Rim Water Resources - Management Study - Report of Findings 

boundary between the Colorado Plateau uplands province to the north and the 
Central Highlands province to the south. It is a steeply sloping cliff that rises 
from 1,000 to 2,000 feet above Payson to altitudes of 5,500 to 7,500 feet amsl at 
its upper edge. Topography along the Rim area is notably rugged, with steep 
cliffs and hills. The topography south of the Mogollon Rim also is rugged, but 
with less topographic relief. Slopes are generally north-to-south from the Rim, 
and range from flat in valley sections to nearly vertical at the Rim. 

1I.C Geology 

The Study area is geologically and structurally complex, with a full range of 
sedimentary, igneous, and metamorphic rock formations, coupled with a high 
degree of structural discontinuity. Geological formations exposed at the surface 
range from Precambrian crystalline and metamorphic basement rocks in the south, 
to a suite of Paleozoic limestone, shale, and siltstones toward the north. The 
cross-section in Figure 11- 1, below, represents a generalized view of the geology 
and associated aquifers across the Study area, from top to bottom and north to 
south (as left to right). 

Geologic structures, mainly faults, of three distinct ages are present in the Study 
area: Proterozoic, Laramide, and Tertiary structures. There are numerous 
Proterozoic and Tertiary faults; however, very few Laramide faults and 
monoclines are evident and are mentioned only incidentally in this Report. 

The Proterozoic faults are about 1.65 million years old. They trend north to 
northeast, and tend to be located in the southerly parts of the Study area. 
Hydrothermal solutions moving along the faults in both Proterozoic and Tertiary 
times extensively cemented these faults, largely with silica; thus, to a large extent 
they are sealed. They have little porosity and permeability and generally do not 
provide much passageway for groundwater movement. There has been, however, 
re-activation on several Proterozoic faults, likely of the Tertiary age. This can 
result in creation of open space in fault breccia, which result in formation of 
fractured bedrock aquifers. 
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Northern Region Geology and 

System, Bottom of Northern 
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Figure 11-1. - Composite, Generalized Stratigraphic Section for the Study 
area. 
Note: ModiJiedJi.om Figure I 1  of USGS Doc. 00-4122, Bills and Others 
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There are three fundamental Tertiary fault systems: an east- to northeast-trending 
system; a north-trending system; and one that is generally northwest-trending but 
has locally north-trending faults. These systems likely developed under tensional 
tectonic conditions (“pull-apart faults”) resulting, at least locally, in areas of 
broken ground and open spaces. Pull-apart faults are ideal for secondary porosity 
and secondary permeability, which means there is enhanced porosity and 
Permeability beyond what is provided in normal pore space between grains in 
sandstones and between crystals in limestones. This is important for development 
of high production wells. 

Not all Tertiary faults result in enhanced permeability and porosity, however. 
Some may have little or no permeability and porosity due to veins that have filled 
the fault, or the presence of soft rocks such as shales, shaly and silty sandstones. 
Some faults can have compressional characteristics that yield minimal open 
space, while chemical decomposition of fault wallrock may also result in 
impermeable fault zones. For example, basalt, which is common in the Study 
area, would readily form clay and calcite. 

Overall, areas where younger fault systems intersect older faults systems are 
found to exhibit higher degrees of both weathering and Gacturing, which relates 
to correspondingly higher well yields. 

The Study area, being at the northern boundary of the basin and range province, is 
commonly referred to as the “Central Arizona Geologic Transition Zone.” With 
minor exceptions, there is a noticeable lack of major young alluvial filled basins 
that form traditional aquifers in other locations within the basin and range 
province, such as Phoenix and Tucson. Because of the “broken” nature of the 
geology immediately south of the Mogollon Rim, there are no regionally 
extensive and hydrologically confining units present in the Study area. However; 
the complex relationship of faults and fracture systems and localized presence of 
isolated confining units do occasionally result in confined to semi-confined 
aquifer conditions. In addition, a wide range of fi-actured bedrock geologies in the 
regon host both locally relevant and regionally extensive fiactured aquifer 
systems. 

Because of the diversity and complexity of the region’s hydrogeology, the 
“Hydrogeologic Framework and Review of Alternative Water Solutions for the 
Mogollon Rim Water Resources Management Study area” (Attachment 1 ; 
Hydrosystems 2008) divided the Study area into four Sub-Regions, based upon 
hydrogeologic characteristics and complexities. This Study has adopted this 
approach and utilizes the same sub-basin geographic boundaries in discussing the 
various communities and water providers within the Study area (Figure 11-2). 
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Figure 11-2. - Four Sub-Regions within the Study area (HydroSystems 2008) 

11. C. 1 Geologic Sub-Region 1 

// Sub-Region 1 encompasses the area south of the Mogollon Rim (along the 
,Tdy , @@ southern perimeter of the Colorado Plateau) and north of the Diamond Rim Fault. 

ul'.fiJ pin 
@\& & North of the Diamond Rim fault, the Study area consists of increasingly thicker 

deposits of Paleozoic strata, and it is ultimately dominated in the north by the 
Permian formations of the Upper Supai and Coconino Sandstone, which cap the 

@@" Mogollon Rim. At the base of the Supai group, the Naco Formation is considered 
to be a locally confining sequence of alternating shale and limestone layers, which 
eventually pinches out a number of miles north of the Study area, beneath the 
Colorado Plateau. Faults in this Sub-Region are small but numerous enough to 
locally create aquifers. They uitimateiy circumvent the confining ability of the 
Naco Formation, and result in groundwater draining from the C aquifer down into 
the limestone, dolomite, sandstone, and eventually the Precambrian basement 
aquifer below. 

e 

* ~~~~~~ 

Characteristic of this Sub-Region is the exposure of substantial portions of 
Paleozoic sedimentary rock units of the Colorado Plateau. Although not in the 
Study area. the Colorado Plateau is very influential because it is the primary 
recharge zone for the regional groundwater systems that exist both north and 
south of the Mogollon Rim. The gradient of groundwater moving south of the 
Mogollon Rim's crest is steep and groundwater flow is generally southward fiom 
the Rim. This groundwater makes up the primary groundwater inflow into the 
Study area. coming from precipitation events that infiltrate along the southern 
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fringe of the C aquifer system through the Coconino Sandstone and layers of the 
Upper Supai Formation down to the Lower Supai Formation. The fractures and 
faults through these units appear to act as sub-vertical drains for local recharge. 
This facilitates leakage from the C aquifer, transmitting groundwater from along 
and beneath the Colorado Plateau into the lower section of Paleozoic strata 
through this Sub-Region, and ultimately into the Precambrian rocks below. 

11. C. 2 Geologic Sub-Region 2 

Sub-Region 2, which is sparsely population, is located south of the Diamond Rim 
fault, and nortwwest of the East Verde River. Much of this Sub-Region is 
covered by Tertiary basalt units which can have a thickness of more than 1,500 
feet. The basalt and other Tertiary units overlay some of the same Paleozoic units 
exposed along the Mogollon Rim, which have been vertically offset by the 
Diamond Rim Fault. 

The Diamond Rim fault represents the physical break that defines the structural 
edge of the Colorado Plateau, resulting in the “Little Diamond Rim,” a prominent 
ridge just a few miles south of the edge of the much larger Mogollon Rim. The 
Diamond Rim fault system has resulted in the displacement of large blocks of 
Paleozoic strata down towards the south in the areas of Fossil Springs, 
Hardscrabble Mesa, Tonto Natural Bridge, and south of Beaver Valley. This 
regionally extensive fault system literally cuts across most of central Arizona with 
normal (southerly side down) displacements locally greater than 1,000 feet. This 
regionally significant structural feature has a major influence on the region’s 
hydrogeology, particularly with regard to Fossil Springs at the extreme northwest 
boundary of the Study area. The offset along the Diamond Rim fault in the 
vicinity of Fossil Springs is estimated to be 2,000 feet down to the south. The 
fault is likely acting locally as a boundary to groundwater flow across it, but 
acting as a conduit along the northern side of its strike. Interaction of the 
Diamond Rim fault with the Fossil Springs fault likely resulted in the formation 
and evolution of Fossil Springs. 

There are only 53 registered wells within Sub-Region 2, most of which are 
located along its periphery. The direction and magnitude of groundwater flow 
through the Sub-Region is uncertain. Springs discharging along the outside edge 
of the basalt indicate groundwater recharge in the area; however, the basalt may 
conceal faults and fractures in the underlying sedimentary units that could be 
transmitting unknown quantities of groundwater elsewhere in the Study area. 

11. C.3 Geologic Sub-Region 3 

Sub-Region 3 falls within the southeast portion of the Study area, within which 

of Payson and Star Valley. Most of the studies to date, which have been 
sp;‘r4s the majority of the Study area’s population is located, including the communities 

18 



Mogollon Rim Water Resources - Management Study - Report of Findinas 

conducted related to geology and hydrogeology of the region, cover this portion 
of the Study area. 

The geology of this Sub-Region consists predominately of Proterozoic rock units, 
which are exposed at the surface in most populated areas; however, in the 
northwestern portion, the Proterozoic rocks are covered by remnants of the lower 
Paleozoic sedimentary units. Around Payson, a thin veneer of Cambrian Tapeats 
sandstone commonly caps some of the granite hills around Payson. The contact 
between the Tapeats and the Precambrian basement is commonly referred to as 
“The Great Unconformity” where there is a gap in the geologic record of about 
1.2 billion years between the time the granites were weathered at the surface, and 
the deposition of the sandstone approximately 530 million years ago. Because the 
Precambrian basement has been exposed to surface weathering and faulting 
repeatedly in its geologic history, the result is a deeply chemically weathered 
surface, rather than physical erosion. This chemically weathered surface can, 
however, vary greatly in thickness. The uppermost sections of the Payson granite, 
in particular, can have as much as 200 feet or more of this weathered-in-place 
rock or “decomposed granite” immediately adjacent to “hard ribs” of solid 
granite. The presence of this decomposed horizon is one reason for the 
Precambrian basement’s unexpected performance as a reliable aquifer in the area 
and points to the likelihood of such aquifers being present in Precambrian host 
rocks to the north both beneath and adjacent to the Mogollon Rim. The remnants 
of Tapeats sandstone and their obvious displacements across the south-central 
portion of the Study area indicate the high degree of faulting in the region, as well 
as the role the faults played to fi.acture and k-ther weather the Precambrian 
basement rocks, thereby forming the fractured bedrock aquifers which support 
many community water needs. 

The nature of the fracturing in the crystalline basement rocks was found to be 
variable both laterally and with depth, and in concert with the host rocks’ 
mineralogy, the age and interaction of the faults, and degree of weathering in a 
Y given area of consideration. Storage is inherently low thus making the aquifers 
vulnerable to over-pumping and drought. Wells installed within tens of feet of 
each other can have highly different yields, as is typical for fracture aquifer 
systems. Overall, where younger fault systems intersect older fault systems, these 
areas are found to exhibit higher degrees of both weathering and fracturing and 
relate to correspondingly higher well yields. Within the context of fkactured 
crystalline bedrock, high groundwater yields (200 to 1,000 gpm) in the Payson 
area have been identified at depths approaching 1,000 feet into Precambrian 
basement rocks where faults intersect and deep weathering is present. This lower 
canvas of broken and displaced basement rock geology, with its localized high 
yield groundwater potential and both regionally and locally sourced aquifers, 
continues towards the north and constitutes the base of the regional aquifer system 
of the entire Study area. 
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Because the Paleozoic sequence was not deposited andor was previously eroded 
in areas further south and east of Payson and Star Valley (due in part to a 
Precambrian - Cambrian bedrock high in this area), there are few if any locations 
in eastern portions of the Study area with Paleozoic strata preserved south of the 
Diamond Rim fault. This major fault is entirely within Precambrian basement 
rocks as it bikcates and exits the east side of the Study area into the Hells Gate 
Wilderness. 

Aquifers within this region constitute potential ‘‘mixing zones” of groundwater 
flowing southerly through the deep Precambrian fractured aquifer and locally 
recharged or perched aquifers within structurally bound blocks of dropped down 
Paleozoic and Tertiary strata. A few communities that lie within this extremely 
complicated hydrogeologic region are Mesa Dell, Wonder Valley, Freedom 
Acres, Beaver Valley, and northern Diamond Point Shadows. 

ll.C.4 Geologic Sub-Region 4 

Sub-Region 4 is located in the southwest corner of the Study area, south of the 
East Verde River. It includes a portion of the Mazatzal Wilderness in the western 
portion of the Sub-Region, and a portion of Rye Creek Valley along Cypress 
Thicket. The portion of the Mazatzal Wildemess within the Study area comprises 
the northemmost end of the Mazatzal Mountains, for which there is very limited 
hydrogeologic information. The rugged terrain and its classification as a 
Wilderness Area greatly restrict efforts to obtain any data for this area. Only two 
registered wells exist in the Mazatzal Wilderness, one of which is abandoned. 
Both wells were drilled into Proterozoic rock units; groundwater movement is 
likely restricted to fractures and faults. Due to the area’s higher elevation, it 
likely is a source of recharge to surrounding alluvial valleys. There also may be 
some groundwater contribution to streamflow of the East Verde River to the 
north. 

Groundwater from Sub-Region 3 flows west into the eastern portion of this Sub- 
Region, separating near the Verde River and Tonto Creek watershed divide. A 
portion of the flow continues moving west along the East Verde River, while the 
other portion moves southward through the Rye Creek Valley, primarily through 
the Tertiary sedimentary deposits of the Valley. Springs discharging along the 
eastern edge of Sub-Region 4 all appear to be associated with mapped faults; their 
discharge is likely derived from recharge occurring in Sub-Region 3 as well as 
more distant sources. 

1I.D Water Resources 

11. D. I Surface Water Hydrology 

The hydrologic system of the Study area is characterized by a surface network of 
short, steep stream channels that drain the upland regions and flow southerly into 
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the Salt and Verde River watersheds. The Study area encompasses about 632 
square miles, all of which is located within the TNF; only 2.4 percent of the land 
within the Study area is privately owned. The primary rivers or creeks flowing 
from the area include Fossil Creek, East Verde River, and Tonto Creek. All of 
these originate on the face of the Mogollon Rim and then flow southwestward in 
the Verde River into Horseshoe and Bartlett Reservoirs, or southeastward in 
Tonto Creek and into Theodore Roosevelt Lake and the remaining Salt River 
reservoirs. 

Records for major streams that flow out of the Mogollon Rim indicate that base 
flow discharge increases downstream under most conditions although that flow 
may not continue without loss all the way to the mouth of the stream. During 
most flow conditions, the East Verde River and Tonto Creek are gaining in their 
downstream reaches. In the uppermost reaches above major springs, flow 
typically occurs only during periods of runoE, flashy runoff in the generally 
bedrock stream channels is typical. Below these springs, base flow may be 
maintained year-round for variable stretches. Of the streams originating in the 
Study area, the U.S. Geological Survey (USGS) has operated continuous- 
recording streamflow gaging stations on Tonto Creek, Fossil Creek, and the 
lowermost segment of the East Verde River. Peak flows within the largest 
perennial streams occur most often in winter or spring as a result of regional 
frontal storms. Runoff during such storms is augmented by snowmelt. Winter 
storms account for most of the annual floods above the median peak discharge on 
all gaged perennial streams draining the Mogollon Rim. 

Fossil Creek 
Fossil Creek is a major perennial tributary of the Verde River, draining southwest 
off the Mogollon Rim between the major sub-basins of East Verde River to the 
south and West Clear Creek to the north. Virtually the entire Fossil Creek drainage 
area is on land administered by the FS. Rainfall and snowmelt contribute to 
intermittent streamflow between the upper basin and Fossil Springs. Average 
annual precipitation is approximately 18 to 20 inches as recorded by Arizona Public 
Service-(APS) at the childs and Irving hydroelectric power plants, respectively. 
Precipitation varies considerably on a monthly and yearly basis. Generally, 
precipitation is Qstributed bi-modally over the year, occurring during the winter 
months as a result of storms originating in the north Pacific Ocean, and during the 
summer monsoon season as a result of convective thunderstorms which form from 
moisture drawn into the region fiom the Gulf of Mexico and Gulf of California. 

Perennial flow occurs from Fossil Springs at an elevation of 4,280 feet amsl, 
approximately 14.3 miles upstream fiom the Verde River. There are several small 
springs above and below the Irving hydroelectric plant that produce minor 
additional flows. Fossil Springs represents the largest concentration of spring 
water discharge in the Mogollon Rim region. Spring flows emerge over an 
estimated 1,000-foot reach of Fossil Creek and are relatively constant at nearly 46 
cubic feet per second (cfs). The Springs provide approximately 74 percent of the 
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average annual basin yield above the Fossil Springs Diversion Dam. Various 
flow measurements taken during the past 50 years indicate that these springs 
maintain a flow of about 20,000 gallons per minute (gpm) that has varied little 
with respect to time. 

In general the only flow measurements on Fossil Creek have been taken at the point 
of &version for power plant use at the APS hydroelectric plant near Childs, 
Arizona. Since there is a general lack of data for Fossil Creek, it has been modeled 
to estimate its annual flows. Based upon a 2-year recurrence interval, the flow has 
been estimated to be about 32,230 ai7yr. Years in which a 5-year flood occurred 
would result in flows of about 68,5 10 aflyr. 

Generally, Fossil Creek is gaining flow in its downstream reaches. Tn the 
uppermost reaches, above major springs, flow typically occurs only during periods 
of runoff, but below Fossil Springs a base-flow is maintained year round. 

Storm runoff and snowmelt from surrounding mountains contribute to flows in 
excess of base flow. Intense but brief and localized monsoonal storms produce 
large volumes of runoff within the watershed that generates flashy flows and 
flooding. Significant flows that overflow the low flow channel and transport 
substantial quantities of sediment occur about every other year. Floods in excess of 
a 5-year recurrence interval have high peak flow velocities capable of transporting 
cobbles, small boulders, and considerable debris. Under current watershed 
conditions, the estimated peak flow of the 100-year flood event is approximately 
13,530 cfs. 

For over 100 years, the surface water in Fossil Creek had been subject to power 
generation permits (issued by the Federal Energy Regulation Commission 
[FERC] to AF’S), which allowed for diversion fi-om the Creek for power 
generation at Childs and Irving power generation facilities. No water 
consumption was allowed. In 1992, APS filed an application for a new license for 
the powerplants. AF’S then entered into discussions with the FS, US.  Fish and 
Wildlife Service (FWS), environmental interveners (American Rivers, Arizona 
Riparian Council, Center for Biological Diversity, Northern Arizona Audubon 
Society, Arizona Chapter of the Nature Conservancy, and Yavapai-Apache 
Tribe). In 2000, APS and the other parties filed an Offer of Settlement 
(Settlement Agreement) requesting that FERC approve the surrender of the 
license to operate the hydroelectric facility and proposed to remove facilities and 
restore the area. The Settlement Agreement stated that A P S  would cease power 
generation and restore full flows to Fossil Creek no later than December 3 1,2004, 
and complete site restoration by December 3 1,2009. 

As part of the agreement, APS submitted a surrender application to FERC in April 
2003. FERC permits were surrendered in October 2004, and on June 18,2005, 
APS restored full flow to 14 miles of the Fossil Creek wetland ecosystem, 
returning the area to a “natural and scenic” waterway. 
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II.D.l.l Tonto Creek 
Long-term records of flow from Tonto Spring show little fluctuation in base flow 
over a 20-year period. Stability of flow in Tonto Spring results fiom its location 
about 300 feet below the crest of the groundwater mound. A two-year record of 
flow in Pine Creek below Tonto Natural Bridge Spring shows little change in base 
flow, most of which is supplied by the spring. 

The FS has measured the flow of Tonto Creek below the Mogollon Rim, and the 
amount of base flow was nearly equivalent to the combined discharge of springs 
in upper Tonto Creek and its tributaries, indicating there is no significant 
groundwater contribution to the channel from either the C or limestone aquifer 
other than spring flow. This base flow is approximately 24 percent of the Creek’s 
total flow volume. Stream base flow, spring discharge, evapotranspiration, and 
runoff account for the greatest components of outflow 

II.D.1.2 East Verde River 
The base flow for the East Verde River is approximately 36 percent of the River’s 
total flow volume. There are no data to determine the extent to which flow of the 
East Verde River is maintained by the C aquifer beyond spring discharge, and all 
base flow in excess of spring discharge is assumed to come fkom the limestone 
aquifer. Based upon data developed by USGS, the C aquifer is considered to be 
the source of most flow that discharges from the underlying limestone aquifer. 

Since 1964, a significant additional source of flow into the headwaters of the East 
Verde River has been water dwerted by pipeline from C.C. Cragin Reservoir. 
This is explained in more detail below. 

II.D.1.3 
Although they are not located within the Study area, C.C. Cragin Dam and 
Reservoir have historically impounded water that flowed in the upper portions of 
Clear Creek, a tributary to the Little Colorado River, which was then diverted 
into the East Verde River headwaters within the Study area through an exchange 
agreement between Phelps Dodge Corporation (Phelps Dodge) and SRP. Under 
this agreement, Phelps Dodge, former owner and operator of C.C. Cragin Dam 
and Reservoir, stored water from the Little Colorado River watershed at the 
reservoir and transferred it by diverting the water into the East Verde River for 
delivery by SRP to the metropolitan Phoenix area. In return, SRP water from the 
Salt River watershed was used at Phelps Dodge’s Morenci mine facility. C.C. 
Cragin Reservoir has a storage capacity of 15,000 af. From 1964 until January 
2002, Phelps Dodge diverted an average of 9,680 agyr to the East Verde River, to 
satisfy the requirements of the exchange agreement. 

C.C. Cragin Dam and Reservoir 

With implementation of the Black RiverKentral Arizona Project Exchange 
Agreement in 2002 and passage of the Arizona Water Settlements Act in 2004, 
Phelps Dodge gave up ownership and ceased its operations of the C. C. Cragin 
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Dam and Reservoir system. The facilities were transferred to the U.S. 
Government with Reclamation as the primary Federal agency having direct 
oversight. SRP became responsible for the operation and maintenance of this 
system. At the time of this report, SRP, in collaboration with Reclamation, is 
performing studies and other efforts to determine operational plans for the newly 
acquired facilities. Pursuant to agreements with Reclamation, SRF' may divert up to 
an average of 1 1,000 af7yr into the East Verde River, a portion of which may be 
acquired for use by entities in northern Gila County. 

The drainage area above the C.C. Cragin Dam is 71.1 square miles. The 
watershed is divided into two sub-areas. The longer less steeply sloping sub-area 
is drained by East Clear Creek. The shorter more steeply sloping sub-area is 
drained by Miller and Bear Canyons. The major drainages into the reservoir are 
East Clear Creek, Miller Canyon, and Bear Canyon. Elevations in the watershed 
range from about 6,720 feet amsl at the Dam to about 7,800 feet amsl along the 
north ridge of the watershed, to 8,077 feet amsl at Baker Butte. The average 
elevation of the watershed is about 7,200 feet amsl. The watershed consists 
almost entirely of dense conifer and pine forest. Soils in the watershed are 
described as deep cobbly and gravelly fines, sandy loam, and deep cobbly loam. 

C.C. Cragin Reservoir has experienced many cycles of deep drawdown (up to 80 
feet) and refilling during its 40-year history. The reservoir normally fills during 
spring run-off and typically is at the h l l  supply level (El. 6,720 feet amsl) in late 
spring. Withdrawals have typically been made in the summer and fall with the 
reservoir reaching minimum pool level (El. 6,640 feet amsl) in late fall. Since 
January 2002, withdrawals by Phelps Dodge are no longer being made and, as a 
result, reservoir drawdown is limited and occurs as a result of spillway discharges, 
seepage, and evaporation. Annual losses due to seepage and evaporation at C.C. 
Cragin Reservoir have been estimated to be 843 aflyr. 

The system has eight pumps that are available to lift water from the Reservoir to a 
2-million gallon priming reservoir. The water then drains by gravity through a 
pipeline south over the Mogollon Rim (and into the TNF, Gila County) to a 
hydropower plant. Up to 6 of the pumps can operate simultaneously to produce a 
maximum flow of about 33 cfs. The power generated at the plant adjacent to the 
East Verde River is only used to pump water associated with the project. 

JI.D.1.4 Other Springs 
Other springs in the Study area that produce annual volumes of discharge are 
detailed below, and are summarized in Table 11.1. They include the 
following: 

Tonto Natural Bridge Spring 
Webber Springs 
Cold Springs 
Tonto Spring 
HortonSpring 
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R-C Spring 

Table 11.1. - Springs Producing Annual Volumes of Discharge Greater than 
1,000 aflyr 

These springs, as well as the lesser springs (those under 1,000 af/yr flow volume), 
contribute to the streamfl ow (base flow) of their respective drainage system. 
[Note: many springs are subject to a high degree of seasonalflow variability 
and may not be adequately gaged] 

I/. D.2 Hydrogeology 

Groundwater flow in the study area is generaiiy fi-om northeast to southwest. 
Although recharge to groundwater occurs throughout the Study area, it occurs 
predominantly along the Colorado Plateau and Mogollon Rim. Recharge 
contributions are from both regional precipitation and snow melt during the 
winter, and more localized precipitation events in the summer, which is typical 
throughout most of Arizona. As precipitation is a function of elevation, so also is 
recharge. The higher elevations in the Study area along the Mogollon Rim and 
northward along &e Coiorado Piareau rend to have greaier rainfaii and snow 
totals. This, in turn, provides greater volumes of recharge to the regional 
groudwater systexs both north and south of the Mogollon Rim. 

As recharge water moves through the more permeable sedimentary units of the C 
aquifer and reaches saturated portions, it begins to move with the groundwater 
gralent. The groundwater gradient north of the Mogollon Rim tends to be 
shallow through the more conductive Coconino Sandstone and upper Supai 
Sandstone units. Moving south of the Mogollon Rim, the groundwater encounters 
the fine-grained units of the Lower Supai and Waco Formations. The gradient 
becomes very steep as a result of the typically low hydraulic conductivities 
associated with fine-grained shale and limestone and the nature of topographic 
relief near the Rim. Near vertical flow through these less permeable units is 
facilitated by abundant faults and fractures, which provide conduits for 
grounctvvater flow. 

25 



Mogollon Rim Water Resources - Management Study - Report of Findings 

The locations and discharge rates of springs are affected by both lithologic and 
structural controls. Faults and fractures intercepting the groundwater provide 
conduits to the land surface and result in the formation of seeps and springs along 
the Mogollon Rim. Also, as permeable layers (typically coarse grained intervals 
bounded by shale rich layers) intercept the land surface, these too may result in 
the formation of springs and seeps. Many of the monitored and sampled springs 
in the area indicate highly variable discharge rates individually, and reflect 
contributions from both local and far removed sources (based on the water’s 
isotopic and ionic composition; see Attachments 1A and IC). In some locations, 
spring discharge increases substantially after precipitation events, while in other 
locations, springs show a more tempered response depending upon local 
hydrogeologic constraints. The increase in discharge may be the result of 
recharging precipitation increasing head pressures. As recharge occurs from an 
even greater distance, newly recharged groundwater will “push” older 
groundwater out of the system ahead of the recharge front. 

As groundwater moves down through the Naco Formation (where breached) and 
into the limestone units of the Redwall and Martin Formation, fractures and 
solution channels become the dominant mechanism for flow. The surface 
exposures of these units north of the Diamond Rim Fault are recharged by 
precipitation events as well as by the capture of stream flow, which is often fed 
from above by spring discharge along the Mogollon Rim. 

The Diamond Rim Fault zone potentially represents the most influential structural 
feature with regard to groundwater flow in the Study area; however, due to the 
limited amount of data available for this area, the true relationship between the 
fault and groundwater flow is uncertain. Nevertheless, some reasonable 
inferences can be made. The location and discharge rate of Fossil Springs appear 
to be controlled to a great degree by the Diamond Rim Fault. Other springs in the 
Study area appear to be both directly and indirectly related to the presence of this 
fault. Locally, this fault may act as a barrier or a conduit to groundwater flow-- 
likely both as a conduit along its strike and barrier across it in the case of Fossil 
springs. 

South of the Diamond Rim Fault zone, groundwater exits the Paleozoic 
sedimentary units and flows down into the Proterozoic igneous and metamorphic 
units below. The area beneath Hardscrabble Mesa may be an exception to this 
general statement in that there may be a saturated sequence of Paleozoic 
sedimentary units (primarily the Redwall Limestone and Martin Formation) 
preserved below the Tertiary basalt and conglomerate cover. 

Groundwater flow through the Proterozoic units (like much of the Paleozoic 
units) relies primarily upon the secondary porosity and permeability of faults and 
fractures. As mentioned above, the faults and fractures provide avenues for 
localized precipitation to recharge the aquifer in addition to providmg pathways 
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for regional groundwater through flow. The uppermost portions of the 
Proterozoic units tend to have greater hydraulic connections relative to deeper 
fractured areas. Water levels observed in wells penetrating these units exhibit 
strong variability associated with localized recharge events. The presence of 
springs and gaining reaches in the East Verde River and Tonto Creek along the 
periphery of the Sub-Region 3 appears indicative of groundwater discharging 
from the regional aquifer system. 

ll.D.3 Groundwater Budget Estimates 

Understanding the groundwater systems within the Study area is complicated by 
significant variability in the host aquifers, which makes consideration of aquifer 
storage extremely difficult. In addition, variables such as highly variable slope, 
vegetation, and soil types make surface water calculations an approximation at 
best. Nevertheless, in a simplified way, a regional water budget can be roughly 
estimated by assuming the aquifer systems are collectively recharged by both 
local and regional sources and adjusting for generally accepted surface water 
runoff and evapotranspiration rates. In the case of groundwater (a primary focus 
of the investigation), utilizing two primary assumptions and a suite of other 
simplifjmg assumptions (see Attachment I), it is possible to estimate the flow of 
groundwater through the system. First, it is conservatively estimated that 3 1,800 
af7yr enters the system by direct leakage through the Mogollon Rim from the C 
aquifer into the lower regional aquifer strata (USGS 2005). Additionally it is 
considered that direct recharge from local precipitation can be estimated at 4 to 5 
percet C J V X ~ ~  [althmgh \ !oc&y it cm be as m-wh as 10 tn_ I. 6 percest’ f -  This !ow 
range of values is utilized to account for highly variable slopes, soil types, and 
vegetative cover observed throughout the region. The annual groundwater 
recharge firom precipitation is then estimated to be 30,700 to 38,300 aflyr. In 
combining these estimates, the total regional groundwater in-flow to the system is 
assumed to be 62,500 to 70,100 aflyr. 

GrGlmdwzter ;nflnw Elznifests itself as nufl-nw in the form nf spnig discharges, 
stream base-flow, and groundwater underflow. As a matter of balance, it is then 
assumed that approximately 42,700 af/yr discharges as spring flow (the majority 
of C aquifer input discharges at Fossil Springs) and 18,000 af/yr discharges in the 
form of stream base-flow. The remaining 1,800 to 9,400 af/yr is groundwater 
underflow or “flux” through the system. The above values are rough estimates. 

Ultimately, the groundwater within the Study area is an interconnected aquifer 
system flowing through several different geologic units. Locally, a groundwater 
system may behave as an isolated component to the regional system, but 
ultimately plays a role in a much larger long-term regional perspective. 
Continuity of groundwater flow is disrupted by recharge zones, faults, fractures, 
and by the lithologic variability of the sedimentary units in the area. However, 
connection between and through these various units is facilitated by the broken 
and fractured nature of the Study area’s geology. Viewing the Study area as a 
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regional groundwater system appears to be supported by water levels observed in 
wells, spring elevations, and by water chemistry data. This regional aquifer 
system provides a large canvas that communities and water resource managers 
can draw upon t:, plan and develop water resources for the area. 

!I. 0.4 Water Qualify 

Water quality within the Study area is variable. A limited sampling of water 
quality data is represented in Table 11.2, which provides values for selected water 
chemistry properties in the Mogollon Highlands. (Source - USGS). A number of 
springs and wells throughout the Study area also were sampled in support of this 
Study, to develop basic data for water chemistry and isotope analyses. Theses data 
generally indicate comparable water chemistry throughout the Study area to that 
shown in Table U.2; however some differences are observed in key constituents that 
relate to source waters, recharge mechanism, and age. These concepts were 
considered in depth for the development of the conceptual hydrogeologic 
framework of the region. Please see Attachments I ,  lB, and 1C for full details. 

Table 11.2. - Selected Water Chemistry Property Values of Surface Water 
Sources Located in the Mogollon Highlands, Arizona 

Range MeanMedian Range Meanmedian 

5811 9 

Stream-flow - East Verde River near Childs 7.8-8.6 8.418.4 .05--2 50 2311 1 

Spring Flow - East Verde River Drainage 6.9-7.5 7.317.4 158 - 350 2531267 

- ____ ~- 
Stream-flow - Tonto Creek above Gun Creek 7.2-8.9 828.2 0 . 2 3 4 2 0  

- ._______ _ _ _ _ _ ~ _ -  _ _ ~ _ _ _ _ _ ~  - 

Spring Flow - Tonto Creek Drainage 7.1-7.7 7.3l7.3 90 - 319 18511 69 

Groundwater* 

*Representative of Payson groundwater sources only.’ 

- _ ~ ~ ~  ~~~ - - - _ _ ~ ~  _ ~ _ _ _ ~ ~ _ _ _  
6.5-7.5 6.5 170 - 400 250 

- ____ 9 ~ _ _  ~ 
~- -~~ _ 

ADEQ, in compliance with the Clean Water Act of 1977 and supplements thereto, 
established designated uses for various surface waters within the state of Arizona, 
including those within the Study area. ADEQ also has performed assessments to 
determine whether or not the designated uses are being met. Table II.3 presents a 

Payson performs an annual Water Quality Survey of it drinking water sources - groundwater, as 3 

required by ADEQ. Payson‘s drinking water is in full compliance with all drinking water 
standards established by EPA and ADEQ, i.e., prirnary and secondary drinking water quality 
standards. Similarly, other water service providers in the Study area are required to provide their 
customers with an annual Consumer Confidence Report that provides similar water quality 
information as found in Payson’s ,hnual Water Quality Survey. It is assumed the water quality of 
Payson’s groundwater is similar to the groundwater quality throughout the Study area since most 
groundwater sources are taken from the same geologic formations. (See also Attachments 1, IB, 
and IC.> 
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summarization of ADEQ’s determinations regarding its assessment of the 
Designated Uses for the listed rivers and creeks within the Study area. 

Table 11.3. - Designated Uses for Surface Water Quality Standards at 
Specific Locations - the East Verde River and Tonto Creek 

unnamed tributa 
Note: Numeric water quality criteria to maintain and protect water quality for designated uses are 
prescribed in Arizona Administrative Code: Appendix A, R18-11-109, Rl8-11-110, andR18-11- 
1 12. Narrative water quality standards to protect all surface n-aters is prescribed in R18-11-108. The 
terms used in this table are as follows: ’*A@” -- agricultural inigatlon; “A@.,” - agricultural & 
livestock watering; “A&Ww” -- aquatic & wildlife (warm water); “DWS” - domestic water source, 
“FBC” - full-body contact; and “FC” - fish consumption. 

Additionally, ADEQ, acting on the behalf of EPA, has prepared a Source Water 
Assessment for all public and private water service providers within the Study 
area. ADEQ has determined that, in general, all groundwater supplies are at a 
high to moderate risk for being impaired by another water source of unacceptable 
water quality with respect to the Safe Drinking Water Act of 1974 due to source 
aquifer types (fractured bedrock formations). The Tonto Village, Christopher 
Creek, and Kohl’s Ranch communities are under evaluation by ADEQ to 
d e t e W e  the e x t a t  G f  Eidg2tia e f f m  tkit S h G d d  GCCZl-. 

A potential water quality issue may exist for smaller communities whose 
wastewater is processed by septic systems, or which use a similar type of 
wastewater treatment and disposal system. This is especially true for 
communities that utilized wastewater treatment system specifications under pre- 
1974 ADEQ rules (Bulletin 12). These rules related to small lot subdivisions that 

There also could be a potential for water supply impainnent from human waste 
entering the local water supply as a result of installation procedure requirements 
in place prior to 1990. These procedures were replaced by more rigorous 
requirements in 200 1 when the aquifer protection permit rules were adopted as 
part of the Arizona Administrative code. 

TI~P~P cct reqdired tc resepje spzcp fer rdeniiatP cm&~k~mtfp- s x p e ~ ~  Spnaratinn 
Y’”‘””””‘ yu”‘1 “1 

Additionally, there is some concern about arsenic contamination (20 to 30 times 
the maximum contaminant limit) on the lower portions of the East Verde River 
from its American Gulch confluence to its confluence with the Verde River. 
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Table 11.7. - Surface Water Claims on the East Verde River (1984) 

;Vote: This table is thought to be complete but is subject to as yet unidentiJied 
claims and/or water rights adjudication. 

C.C. Cragin Dam and Reservoir 
A major consideration related to surface water in the Study area involves the 
rights to surface water impounded behind C.C Cragin Dam, located in Coconino 
County north of the Study area. Pursuant to the AWSA, Reclamation was given 
ownership of, and SRF' now operates, C.C. Cragin Dam and Reservoir. Also 
pursuant to the AWSA, the communities in northern Gila County, including the 
town of Payson, were provided the opportunity to access up to 3,500 af/yr of 
surface water from the C.C. Cragin Reservoir per calendar year on average, upon 
agreement with SRP and transfer of water rights in accordance with state law. In 
May 2008, Payson reached agreement with SRP for the delivery of up to 3,000 
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acre feet (af) of water from the CC Cragin Reservoir, and subsequently filed for 
the severance and transfer of water rights on February 17,2009. 

II.F.2.3 
ADWR administers the groundwater program throughout Arizona. Generally, 
within Arizona, groundwater is owned by the public and regulated by ADWR, but 
is available to property owners who can extract water under their property and put 
it to a reasonable and beneficial use. There are special rules for AMAs (where 
overdraft of groundwater has been most severe) and for Irrigation Non-Expansion 
Areas (INAS). The Study area is located outside any AMA or INA, and 
groundwater may be withdrawn and used for reasonable and beneficial use. 
ADWR requires a permit be obtained for a ‘Wotice of Intent” to drill a well. 
Additionally, well drillers must report initial results of drillings. 

Groundwater Laws, Rights, and Policies 

Entities other than the FS cannot construct andor test wells on National Forest 
lands without FS authorization. The FS must issue a special use permit before 
water resources exploration or research on Forest land is allowed. Issuance of a 
special use permit is considered to be a Federal action, for which an assessment of 
project impacts to the natural and human environment is required under National 
Environmental Policy Act (NEPA). The FS groundwater policy states that 
finding groundwater does not ensure its availability for use. If an exploration 
project is approved, a second, separate NEPA analysis and special use permit 
would be necessary to address future water production. In the past, TNF has been 
reluctant to issue special use permits for exploratory drilling and other land- 
disturbing activities associated with research of groundwater sub-flows. In 2008, 
the town of Payson and SRP reached an agreement which restricts Payson from 
installing wells on public lands. 

II.F.2.4 Institutional Considerations 
Various powers and authorities that affect water in northern Gila County are 
vested in various Federal and state agencies, county divisions, town departments, 
and Native American tribes. These are described in more detail in Attachment 4, 
Legal and Institutional Considerations. 

Federal Institutions: 

The Department of Agriculture, Tonto National Forest, Payson Ranger 
District 

Department of Interior, U.S. Fish and Wildlife Service 

Department of the Interior, Bureau of Indian Affairs 

Department of the Interior, Bureau of Reclamation 

Environmental Protection Agency 
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State Institutions: 

Arizona Corporation Commission 

Arizona Department of Water Resources 
Arizona Department of Environmental Quality 

Arizona Department of Real Estate 
Arizona Game and Fish Department 

County, Municipality, Improvement Districts: 

Gila County Health Department 

Payson - Water Department 
Star Valley 
Salt River Project 
Domestic Water Improvement Districts 

Gila County Planning and Zoning 
Northern Gila County Sanitary District 
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111. Study Participants’ Current Conditions 

1II.A Types of Water Supply Providers 

Within the Study area, potable water is supplied to water users by any of the 
following five basic provider types: Municipal water system; regulated private 
water utility or company; DWID; CooperativeEtOA, or private well. 

Municipal Water System 
Payson is the only community with a municipal water system. The Town of 
Payson Water Department supplies potable water to the town of Payson. It also 
delivers potable water to the Tonto Apache Tribe pursuant to a Municipal 
Services Agreement between the Tribe and Payson. The population served by the 
Town of Payson Water Department makes up about 68 percent of the Study area’s 
total population. 

Domestic Water Improvement Districts 
DWIDs are formed by petition at the request of local property owners or 
developers that receive formal approval from the Gila County Board of 
Supervisors. The Board of Supervisors has no authority under state law to deny 
formation of districts because of a lack of adequate water resources. The 
purposes of DWIDs are to secure long-term water supplies and provide water 
service directly to consumers within their respective communities. All DWIDs 
within the Study area have been formed by real estate developers or district 
residents. 

Regulated Private Water Utilities 
Eight regulated private water utilities operate within the Study area. Three of 
these utility companies--Payson Water Company, Pine Water Company, and 
Strawberry Water Company--are subsidiaries of Brooke Utilities. Brooke 
Utilities is a California-based unregulated utility holding company. These three 
regulated subsidiaries together serve nine of the communities within the Study 
area. 

All eight private water utilities fall under jurisdiction of and are regulated by the 
Utilities Division of the Arizona Corporation Commission (ACC). The ACC’s 
role regarding water utilities is to regulate the pricing and service performance of 
the private companies that have exclusive rights to distribute water in a given 
“certificated” geographical service area, designated by a Certificate of 
Convenience and Necessity (CC&N). The ACC has no authority over municipal 
water systems (incorporated towns and cities) or over water improvement districts 
that are formed by property owners and approved by county governments (e.g. 
DWIDs). 

Cooperatives/Home Owners Associations 
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Approximately half of the communities in the Study area obtain water resources 
from cooperatives, HOAs, old ranches, community wells, and other loose-knit 
entities. While these entities are not considered to be towns, DWIDs, or private 
water companies, they do qualie as water service providers as defined under 
Arizona State law. In most cases, these smaller, more remote, communities are 
located on parcels homesteaded in the late 1800s that were ranch or small 
agricultural properties or land exchange parcels traded with the FS. 

Populations for these smaller communities range from none to 300 people, for a 
total of about 1,300 residents (6 percent of the Study area total population). Thus, 
while individual community populations are not significant, the total population 
served is relevant when considering current and potential future water use in the 
Study area. 

Private Wells 
Numerous private wells serve many homes and a few commercial businesses in 
the smaller communities, and even within Payson. Due to incomplete ADWR 
well records and reluctance of well owners to discuss specifics of their wells, the 
actual number of wells and exact volumes of water produced cannot be verified. 
The water produced from the private wells is estimated based upon the calculated 
number of gallons per capita per day (gpcd). The gcpd rate is derived by actual 
water system records, discussions with operators, observance of life styles in the 
community (amount of landscape, horse privileges, etc.), and from ACC annual 
reports. The total water usage for the population is then estimated by multiplying 
the number of full-time residents by the gpcd water usage rate. 

It is commonly understood that most private wells installed in the hard rock 
aquifer of the Study area are typically less than 200 feet deep and have low yields, 
from less than 1 gallon per minute (gpm) to as much as 25 gpm. Only in the areas 
of Star Valley and Diamond Point are there consistently higher yields from 
relatively shallow private wells (less than 200 feet deep), with yields observed to 
range from 35 gpm to over 100 gpm. Correspondingly, these areas consume more 
groundwater due to the size of properties and higher demand land uses including 
equestrian, lawns, orchards, and gardens. Private wells in the region have 
reportedly been subject to loss andor gains in yield relative to precipitation and 
variable use. In addtion, some loss of well productivity may result from over- 
pumping of wells and/or from a general lack of conservation during dry spells. 

1II.B Communities’ Existing Conditions and Current Water Use 

For each community or entity included in this Study, the existing conditions related 
to its water supply and use are described (as of 2002), including the estimated 2002 
population, current source(s) of water, and estimated water use. The current water 
use rates for the communities in this Study are quite variable, ranging between 68 
and 657 gpcd, with an average water use rate of 168 gpcd for the 41 communities 
that delivered water in 2002. Any known past and/or present water supply 
problems associated with each water provider also are noted. 
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The communities are organized according to the Sub-Regions used in evaluating 
the hydrologic framework (see Section II.C and Attachment 1). 

111.5.7 Sub-Region 7 

III.B.l.l Sub-Region 1, Cluster 1 
Cluster 1 includes the water providers for the unincorporated communities of Pine 
and Strawberry. The area surrounding both Pine and Strawbeny has four seasons, 
but none are severe. Although snow falls in the winter, it usually melts quickly 
producing little or no runoff and results in limited groundwater recharge. Wells in 
the area typically are shallow wells that do not have adequate production in early 
summer months prior to the monsoon rains, which typically arrive in July and 
August. In addition to limited groundwater recharge, water shortages occur as a 
result of demand spikes associated with the influx of summer time residents, and 
visitors on summer holiday weekends, when daily maximum water demand may 
be two to four times greater than that of a typical summer day. The increase in 
water demand appears to be exacerbated by a tendency for these same weekenders 
to engage in discretionary water use activities while visiting? such as washing 
decks and irrigating lawns, landscaping, and native vegetation. This added 
demand exhausts the minimum standard water storage and production capabilities 
within a 2-day period. 

A study commissioned by Pine/Strawbeny Water Improvement District (PSWID) 
in 2003 concluded production of groundwater fiom the relatively shallow 
Sdmeb!y Hi!! aid Supi Stmtta is i~here~t ly  Iir?.litec! by the hy&2dic 
characteristics of groundwater flow through fractures to the pumped wells in the 
area. The fractures highly constrain the flow to pumped wells such that initial 
good yields progressively decrease as pumping duration increases and associated 
non-pumping time for recovery of groundwater levels decreases. Moreover? the 
potential for competition and hydraulic interference between wells completed in 
this type of aquifer is high; suggesting that the ability to overcome the problem of 

due to the potential for interference between wells (Morrison Maierle, Inc. 2003). 
~c-stpsa~pj w.~lrlc hv c i m n l v  rlrilling ye!!. ~IC thp system is !iphtprJ J - J "--r J -===- 

To further evaluate the effect of climate on Pine and Strawberry's groundwater 
supply, Morrison Maierle performed a comparative study of groundwater level 
hydrograph data and long-term precipitation trends. The study indicated seasonal 
declines in well yields, caused by inherent hydraulic properties of the aquifer 
system, are amplified by below-average precipitation conditions; however, 
historic shortages of water have occurred during extended periods of above- 
average precipitation trends. The historic water shortages were not the product of 
drought conditions but, instead, resulted from the demand for water exceeding the 
production capacity of the wells, as limited by the aquifer hydraulic 
characteristics. This is particularly true in the Pine area, which offers less 
favorable aquifer characteristics than the Strawbeny area. 
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Pine 
Pine is located about 16 miles northwest of Payson along State Route 260. The 
community is located at an altitude of 5,448 feet amsl, and in 2002 had 
approximately 2,000 full-time residents. The community is served by five water 
providers. 

Pine Water Company, Inc., (Brooke Utilities) 
The Pine Water Company was established when Brooke Utilities acquired and 
consolidated several water operations in the late 1990s. It delivers about 87 
percent of the potable water used in the community of Pine. The service area is 
nearly built out; 2,111 out of 2,798 parcels have been developed. Population in 
the service area in 2002 was 1,889 and the associated water demand supplied by 
Pine Water Company (Brooke) was estimated to be 159 af7yr. The water use rate 
is estimated to be 75 gpcd. Pine Water Company's (Brooke) water system 
consists of 2 1 production wells that tap into shallow aquifers. There are also 105 
private wells which provide water to community residents that are not tied into 
the system. Currently, existing capacity (all fkom the shallow aquifers) is 
estimated to be equal to the current demand of 159 aflyr. 

Over many years, Pine Water Company (Brooke) has suffered numerous water 
outages, water use restrictions, and service complaints. The company has utilized 
numerous methods to attempt to improve service, including: 

Upgrading the inti-astructure of the production and delivery systems; 

Developing water sharing agreements with private well owners; 

Drilling five new wells in Pine and deepening two existing wells where 
increased water supplies were available; 

Developing a 1.8-mile pipeline from Strawberry Water Company 
(Brooke) well facilities to deliver water to Pine;4 

Adding 100,000 gallons of storage in Pine; and 

Hauling water by truck. 

Pine Creek CanyonPortals lV Domestic Water Improvement District 
This District, formed in about 1995, is the newest DWID in the Study area and 
currently serves about 83 homes in a subdivision of 173 lots. Population in 2002 

Until 2007, the water supply for the community of Strawberry consistently provided 
adequate water to its residents during the same periods of seasonal stressing that occurs in Pine. 
Brooke Utility determined it could relieve a portion of the water shortages in the Pine community 
by connecting the Strawberry water supply into Pine's distribution system. To connect the 
systems between Pine and Strawberry, Brooke Utilities built the Magnolia pipeline that 
carries water either from Strawberry to Pine or Pine to Strawberry. In 2007, Strawbeny 
suffered shortages and the pipeline was used to take water from Pine up to Strawberry. 
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was estimated at 20; the associated water demand was estimated to be 8 aflyr. 
The current water use rate is estimated to be 342 gpcd. Water is supplied by a 
single 48-gpm production well. The capacity of this well was estimated in a 
recent study to be about 39 af/yr. The developers of this District were the 
developers of Portals I, 11, and 111, all in the Pine Canyon area and all having 
successful wells that were ultimately developed and later acquired by Pine Water 
Company (Brooke), or its predecessor firms. 

Pine Water Association DWID 
Pine Water Association DWID serves 47 out of an estimated 55 parcels in central 
Pine that have existed over the past 100 years. The population served in 2002 was 
estimated to be 50; the associated water demand is estimated to be 11 afi'yr. The 
water use rate is estimated to be 192 gpcd. This DWID holds claims to most of 
the normal surface water in Pine Creek, and has not had conservation restrictions 
or meter moratoriums in recent years. The DWID has a concern for the viability 
of long term surface water supply during extended drought periods. Total 
production capacity from the surface water and well is unknown. 

Solitude Trails DWID 
This District, formed about 1994, developed two wells in Pine to supply its 78-lot 
subdivision, of which 34 parcels are developed. The 2002 estimated population 
was 22 and water demand supplied by this provider was about 4 af/yr. The water 
use rate is 149 gpcd. The two wells that serve this District are actually located in 
the Pine Water Company (Brooke) certificated area (CC&N); water is wheeled to 
the subdivision by water mains belonging to Pine Water Company !Brooke). 
Today, Solitude Trails DWID sells its excess water, normally about 25 to 37 af/yr, 
to Pine Water Company (Brooke). This annual volume is generally equal to 14 to 
23 percent of the total water served by Pine Water Company. 

The subdivision operates its own wastewater treatment plant (WWTP) to help 
protect the water quality in the relatively shallow aquifers that generally exist in 
Pine. Long term, this DWID's existing capacity will probably meet future water 
demand at full build-out; however, establishing back-up alternative water sources 
would be desirable. 

Strawberry Hollow DWID 
This District formed in 2000, and has two wells in northwest Pine to supply its 
72-lot subdivision, of which 12 parcels have been developed. In 2002 the 
population was zero but by 2005, this DWID was serving 14 constructed homes 
with less than 400,000 gallons of water per year. The DWID has completed 
development of its second well and has been issued a 1 00-year adequacy 
certificate by ADWR. The new well is publicly documented to be 1,320 feet deep 
(three to six times the depth of typical wells in Pine) and penetrates into a 
different aquifer than the one currently being utilized by many other wells in Pine. 
Strawberry Hollow DWID has a high quality "alternative" WWTP in operation to 
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help avoid groundwater quality problems in future years. Water production 
potential available from this provider is estimated to be 25 aflyr. 

Strawberry 
The unincorporated community of Strawberry is located approximately 2 miles 
northwest of Pine along State Route 260. The 2002 population of Strawberry was 
1,062. Until 2007, the water supply for the community of Strawberry consistently 
provided adequate water to its residents during the same periods of seasonal 
stressing experienced in Pine. Strawberry currently has two water providers: 
Strawberry Water Company, Inc. (Brooke) and the similarly named but separate 
private water company, Strawberry Water Co. (Hunt Water). 

Strawberry Water Company, Inc. (Brooke) 
Strawberry Water Company, Inc. (Brooke) was formed around 1996 after 
acquisition of several water operations within strawberry. In 2002, it served 
1,002 customers, with an associated water demand of about 100 af/yr. The water 
use rate is 90 gpcd. Strawberry Water Company, Inc. (Brooke) operates nine 
wells. About 25 private wells that are not tied into this system also provide water 
to residents. Production capacity is estimated to equal the annual demand, about 
100 aflyr. 

As noted above in the discussion for Pine Water Company, a 1.8-mile-pipeline 
(known as the Magnolia pipeline) was constructed to connect the distribution 
systems of the Pine Water Company (Brooke) and Strawberry Water Company, 
hc .  (Brooke), initially to relieve water shortages in the Pine community; 
however, more recently this same pipeline has been used to deliver water from the 
Pine Water Company (Brooke) to Strawberry Water Company (Brooke) during 
water shortages in the Strawberry CC&N. 

Strawberry Water Company (Hunt Water) 
The Strawberry Water Company (Hunt Water) is located in north-central 
Strawberry. In 2002, the population served was 60, supplying about 14 af/yr 
using a single well. The water use rate is 200 gpcd. Estimated production 
capacity of this system is approximately equal to the projected demand of 14 
af/yr. This water company has adequate water resources and, while the 
groundwater quality is good, the quality of the delivered water is reported to have 
deteriorated due to distribution system problems. 

Pine/Strawberry Water Improvement District 
The Pine/Strawberry Water Improvement District (PSWID) was formed by 
property owners of the Pine and Strawbeny communities that are not represented 
by the four existing DWIDs in Pine, or served by the regulated private utility 
companies in the middle of the Strawberry service area. Under state law, the 
PSWID is authorized to "wholesale" to water suppliers within the two 
communities (assuming it can develop water resources to market) and raise 
capital for asset purchases, or to even condemn the existing water operations if 
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desired (currently underway). The by-laws of PSWID state its purpose is to 
represent the interests of the communities in securing long-term and reliable 
sources of water by: 

investigating current and potential sources of water; 

investigating the costs associated with maintaining or expanding present 
and potential sources of water; 

formulating plans and possible fimding for improving present water 
sources; and 

consulting with county, state, and Federal agencies concerning 
development of water sources for the communities. 

The PSWID commissioned a 2003 study by Morrison and Maierle, which 
concluded that the groundwater resource in the shallow Schnebly Hill and upper 
Supai aquifer system has been demonstrably inadequate to support the historic 
and existing residential water supply demands. This same study further noted the 
shallow aquifer system does not offer any reasonable potential to support 
continued population growth in the Pine and Strawberry area. Over the last 5 
years, newly developed deep wells in the area have yielded substantial volumes of 
“new” water that could become available to the communities should agreement on 
the water’s use be reached. 

Tiis water provider did not deliver water to any customers in 2002; data on water 
use since that time have not been included in this Study. 

III.B.1.2 Sub-Region 1, Cluster 2 
The six communities in this cluster of Sub-Region 1 are located in the central 
northernmost portion of the Study area, just south of the Mogollon Rim 
escarpment roughly from the headwaters of the East Verde River southward. 

The East Verde River originates from several natural springs about a mile above 
the northern end of Rim Trail Estates. The water supplies for these six 
communities consist of both surface water and groundwater; several landowners 
andor water suppliers hold surface water claims (see Table II.6 above). 

Generally, water supply and quality have not been concerns for these 
communities; however, a couple entities have experienced some periodic shortage 
and pressure issues related to the fluctuating number of summer visitors. In 
addition, the recent extended drought and depletion of East Verde River flows 
have led to some concerns regarding the adequacy of water supplies in the future. 
The majority of the six communities are located along Houston Mesa Road 
(Forest Road (FR) 199), extending fkom Washington Park south to Whispering 
Pines. The communities are discussed going south from the Rim. 
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Washington Park 
Washington Park is the northernmost community within the Study area. It is 
located approximately 11 miles north of Payson and about % mile west of where 
the C. C. Cragin pipeline discharges into the East Verde River. The community 
consists of 14 small privately-owned cabins on previously leased FS land; these 
lots were recently removed from the FS’ land inventory. All parcels have been 
developed, but virtually no residence is occupied full time. The 2002 population 
of Washington Park was estimated to be the equivalent of one full-time resident; 
the water demand was less than 0.5 af/yr. The water use rate is 100 gpcd. 

Washington Park’s water source is a capped natural spring that has a volume of 
about 2-4 gpm. The water is piped into a small storage tank. The spring is 
estimated to be able to supply about 3 to 4 aflyr. 

Rim Trail Estates 
Rim Trail Estates is located approximately 10 miles north of Payson, just below 
Washington Park, and about 150 yards downstream from where the C. C .  Cragin 
pipeline discharges into the East Verde River. This subdivision, which is about 
55 years old, is located on the Bulluzzi homestead (old Rim Trail Ranch). The 
community has 108 parcels developed out of a total of 140. The comtnunity 
extends about a mile downstream along the East Verde River. The population in 
2002 was about 44, with an associated water demand of about 11 aflyr. Current 
water use rate is 218 gpcd. 

The Rim Trail DWID is the Estates’ water provider. The DWID operates one 
well; there is another private well which also is used within the Estates that is not 
connected to the system. The DWID also uses about 7 af7yr of surface water, 
drawing it from the East Verde River through a pickup station (for potable water). 
In addition, District residents draw irrigation water from an 1880s-era ditch that 
was originally established for both domestic use and irrigation of apple and grain 
crops. The DWID system has an estimated well-water supply of 15 af/yr and a 
surface water claim by the District of 52 aflyr. The East Verde River has flowed 
year-round through the neighborhood over Rim Trail Estates’ 120+ year history; 
however, during recent drought years, the river flow appears to be gradually 
declining. This has created anxiety among the residents. The area also relies on 
two somewhat adequate wells in the winter months; however, the wells’ 
production is intermittent during summer months. 

Shadow Rim Ranch Girl Scout Camp 
The Shadow Rim Ranch Girl Scout Camp is located approximately 10 miles north 
of Payson and a mile west of Houston Mesa Road (FR 199). The camp is 
operated seasonally and has a population of 300 during the summer months. This 
is the equivalent of an average full-time population of 48, based upon 300 people 
occupying the camp for 8 weeks per year, and 2 people occupying the camp for an 
additional 44 weeks per year. The associated water demand is about 5 aflyr. The 
water use rate is 96 gpcd. Water is supplied from one well, which is estimated to 
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be able to produce 8 aflyr. In addtion, it is estimated about 7 aflyr of surface 
water is diverted fiom Chase Creek; however, surface water flow is intermittent. 
There are no known major water source or quality problems, but inadequate 
storage may become a problem. +> Whispering Pines 
Whispering Pines is located approximately 7 miles north of Payson. Out of a total 
228 parcels, 171 have been developed. In 2002, the community had a population 
of 80, with an estimated water demand of 17 aflyr. The water use rate is 195 
gpcd. Water is supplied to the community by the Payson Water Company 
(Brooke) through two wells. The two system wells yield a total of about 26 gpm 
for an estimated water supply of 32 af/yr. Numerous residents also have their 
own wells. Storage capacity seems to be an issue during high demand periods. 
There have been periodic water shortage and pressure issues in Whispering Pines, 
and water hauling was required in the summers of 2005 and 2006. 

Cowan Ranch 
Cowan Ranch is an unincorporated community located approximately 9 miles 
north of Payson off FR 199. Cowan Ranch is essentially built out, with 19 out of 
2 1 parcels having been developed. The estimated population in 2002 for Cowan 
Ranch was 5; the associated water demand was about 1 af/yr. The water use rate 
for Cowan Ranch is 164 gpcd. It has a two-well system that is operated by an 
HOA; the estimated water supply available from this system is 12 aflyr. 

Verde GkI? 
Verde Glen is located adjacent to Cowan Ranch and also is unincorporated. For 
Verde Glen, the estimated population in 2002 was 16. Water demand met by the 
Verde Glen Property Owners Association (POA) is about 2 aflyr. The water use 
rate for Verde Glen is 13 7 gpcd. Out of 108 total parcels, 66 have been 
developed. Part of Verde Glen has been adequately served by one well for over 
50 years; Verde Glen I-111 POA operates a distribution system from the well. The 
remainder o f  Verd_e Glen mefl ir; r;ez-ved hy five private wells; water & m a d  
supplied by the private wells is estimated to be less than 1 aflyr. Total supply for 
Verde Glen is estimated to be 12 aflyr. 

There presently are no problems meeting current demand in this community. 
Although the Verde Glen POA well has been reliable in the past, it may not be 
dependable in the future if drought conditions continue. Within Verde Glen, 
surface water claims between certain land owners and the POA are currently 
being litigated. Having an alternative water supply would enhance the reliability 
and sustainability of each community’s systems. 

III.B.1.3 Sub-Region 1, Cluster 3 
Three small communities are included in this cluster; they are located adjacent 
to each other about 9 miles northeast of Payson. The cluster falls along the 
dividing line between the Verde River and Salt River watersheds. Secondary 

49 



Moaollon Rim Water Resources - Manaaement Studv - Reoort of Findings 

permeability may be encountered in faults and fractures within this portion of 
the Sub-Region. The communities are discussed from their location, west to 
east. 

Zane Grey Meadows 
This small community is located approximately 11 miles northeast of Payson, 
north of FR 64 and just south of Roberts Mesa Road. Five of 20 parcels have 
been developed. The 2002 population was 4, and the current water demand is 
about 1 afYyr. The water use rate is 180 gpcd, Water is supplied by five private 
wells. The existing production capacities of the wells have not been determined. 

Collins Ranch 
Collins Ranch is located about 11 to 12 miles northeast of Payson, adjacent to and 
immediately southeast of Zane Grey Meadows. Most lots within this community 
have been developed (35 out of 38 parcels); however, very few are occupied full 
time. h 2002, the population of the community was estimated to be 1 1, with an 
associated water demand of about 2 aflyr. The water use rate is 199 gpcd. This 
community is supplied by two system-owned wells, and about six additional wells 
that are not tied into the system. The available capacity is unknown. The 
community currently has no major water supply issues. 

Mead Ranch 
This small community is located adjacent to and directly east of Collins Ranch. 
Out of 126 parcels, 85 have been developed. In 2002, the population of Mead 
Ranch was estimated to be 25; the associated water demand was about 3 af7yr. 
The water use rate of Mead Ranch is 99 gpcd. Payson Water Company (Brooke) 
supplies potable water to Mead Ranch fi-om a single well yielding 4.1 gpm. 
Current production capacity of the well has not been verified. 

III.B.1.4 Sub-Region 1, Cluster 4 
The two small communities that are included in this cluster are located about 
10.5 to 1 1.5 miles northeast of Payson, about a mile apart from each other 
along Ellison Creek. 

Ellison Creek Recreation 
This community is located approximately 10.5 miles northeast of Payson, in the 
northwest comer of the intersection of FR 64 and Ellison Creek. It is so named 
because it used to be FS leased property that could only be occupied during the 
summer months; however, about 10 years ago it was sold to the residents for full- 
time residential use. The area is fully built-out, with 60 developed parcels. In 
2002, it had an estimated population of 10, with an associated water demand of 
about 2 agyr. The water use rate is 137 gpcd. Two community-owned wells 
supply potable water. One of these wells is a high yield source, which was the 
first of its kind to be completely installed through the regional aquifer system. It 
is 760 feet deep and penetrates into the Precambrian basement aquifer. Together, 
the total capacity of the wells is greater than 100 gpm (over 160 af/yr). No major 
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issues in terms of water availability or quality were identified during the Study 
period. 

Ellison Creek Estates 
Ellison Creek Estates is located about a mile north of Ellison Creek Recreation on 
FR 430, which runs along Ellison Creek. This community consists of several 
large parcels on an old homestead off Ellison Creek. Fifty parcels have been 
developed out of 80 total parcels. Potable water is provided by an unknown 
number of private wells. In 2002, the estimated population was 30, with an 
estimated water demand of 4 aflyr. The water use rate is 130 gpcd. Output of the 
wells is not known. 

III.B.1.5 Sub-Region 1, Cluster 5 
Cluster 5 in Sub-Region 1 includes four small communities. They are located 
generally along State Route (SR) 260, about 13 to 15 miles east of Payson. 

Thompson Draw I and I1 
Thompson Draw I and I1 are two separate areas which make up this one 
community. One area is located on the east side of SR 260 about 13 miles east of 
Payson. The other is located about 1 mile north of the fxst area, on the west side 
of SR 260. The land was originally leased fi-om the FS, but is now in private 
ownership. Altogether, the community has 85 parcels and is totally built out. In 
2002, the full-time equivalent population of the community was estimated to be 5 
people, with an associated water demand of about 4 af/yr. The water use rate is 
657 g p d .  Suhstmtial volumes of water app~ently are belllg used by nm- 
permanent residents. Thompson Draw has two community-owned wells that are 
assumed to meet current needs. Water production capacity is unknown. 

Tonto Village 
Tonto Village is located approximately ten miles northeast of Payson, about a 
mile west of the western section of Thompson Draw along FR 64. The Village is 
almost built out, with 303 developed parcels out of a total o f  353 In 2002, the 
population of Tonto Village was estimated to be 350, with a water demand of 
about 27 aflyr. The water use rate is 68 gpcd. Tonto Village Water Company, a 
private regulated water supply utility, provides water to the community using one 
well. Water production capacity is likely about equal to the demand of 27 aflyr. 

Quite a few small lots with septic systems are located near the well within this 
community. It is surmised that leaky distribution lines have created what may be 
a long-term water quality issue. Complete nighttime shutdowns of the water 
system have occurred in recent years due to a reported lack of available resources. 
The ACC has ordered a new well be drilled every year since 2005. These 
quantity and quality issues are suspected to be due to the shallow, drought- 
sensitive wells within the community that have been, on occasion, impacted by 
septic systems installed in a non-compatible geologic environment (fractured 
limestone and shales). 
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Wood Canyon Ranch (previously known as Pine Meadows) 
Wood Canyon Ranch is located approximately 13 miles east of Payson, 
immediately south of the eastern section of Thompson Draw I and 11. It is located 
just north of Little Green Valley Road. Wood Canyon Ranch is completely 
undeveloped at this time, but 260 subdivision lots are approved. The Ranch 
reportedly has five adequate wells owned by the developer. Water production 
capacity is unknown. 

1II.B. 1.6 
There are 10 communities within Cluster 6. These communities are scattered 
across the entire northeastern quadrant of the Study area, and are interspersed 
among or adjacent to other communities fiom Clusters 2,3,4, and 5.  

Sub-Region 1, Cluster 6 

Camp Geronimo Boy Scout Camp 
This camp is located about 1 1.5 miles north and just west of Payson, along 
Webber Creek. The camp is a major facility that serves the Boy Scouts of 
America Roosevelt Council troops in the greater Phoenix area. It is located on an 
old ranch site. The camp houses between 600 to 1,000 scouts, leaders, and staff 
during the summer months but is used year-round for leadership retreats 
(averaging 5 to 8 people). The water use rate is 96 gpcd. Water is currently 
supplied by two contained natural springs located on the TNF at the base of the 
Mogollon Rim (Poison Springs at 80 gpm and Herron Springs at 50 gpm, which 
together produce about 2 10 af/yr). The water is piped to storage tanks; substantial 
overflow goes underground into Webber Creek at the south end of the camp. The 
camp has a new wastewater treatment facility to help protect the groundwater. * Geronimo Estates is located about 8.5 miles north and just west of Payson. It is 

ronimo Estates 

about 3 miles downstream of Camp Geronimo along Webber Creek. The 2002 
estimated population was 35, with a corresponding water demand of about 6 
af/yr. The water use rate is 141 gpcd. There are 109 developed parcels out of a 
total of 252. 

Water is supplied by Payson Water Company (Brooke); the system consists of 
two wells. There also are 13 private wells that are not connected to the Payson 
Water Company’s (Brooke) system. Because of the apparent low volume of 
groundwater available and ongoing system operational problems, a full moratorium 
on new meters and line extensions within the Payson Water Company CC&N has 
been in effect for 28 years. In 2007, much of the community was completely out of 
water numerous times, with claims of dry holes, non-working pumps, etc. The lack 
of adequate storage capacity adds to the water supply problems; only 15,000 gallons 
of storage capacity are available. The problem of continued inadequate service by 
Payson Water Company (Brooke) has been brought before the ACC Hearing 
Division (as of mid-2008). 
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Bonita Creek 
Bonita Creek is in an isolated portion of the Study area approximately 11 miles 
north and east of Payson. The community is less than a mile north of FR 64. 
Bonita Creek itself is a perennial stream (reportedly producing a constant 500 
gpm for decades); the community straddles the creek for about 1 mile. The 
community originally consisted of apple orchards and a ranch. In 1990,55 of 59 
homes in this area were burned during the Dude fire, but since then about 30 
homes out of a total of 84 lots available have been built within this community. 
In 2002, the population of the community was estimated at 30, with an associated 
water demand of just under 4 af7yr. The water use rate is 1 10 gpcd. Water is 
supplied fiom the creek (based on claims dating fiom 1880s) and groundwater 
which is distributed by the Bonita Creek Land and HOA Water Company. The 
number of wells and capacities of both the wells and surface water diversion are 
unknown. There is some concern related to water claims and availability of 
surface water diversions. The creek disappears underground about half way 
through the community. 

Diamond Point Recreation 
This community is approximately 10 miles northeast of Payson, located just 
southwest of FR 64. It is so named because it formerly was FS leased property 
that could only be occupied during the summer months; over the past 10 years or 
more, the land has been sold for full time residential use. All 45 lots have been 
developed. In 2002 the population of the community was estimated at 4, with a 
corresponding water demand estimated to be just under 1 af/yr. The water use 
rate is 137 gpcd The capacity of the one well is not known. 

Bear Flat 
This community is located almost 15 miles east of Payson, about 4 miles south of 
SR 260 via a relatively rough unpaved road. The 2002 estimated population was 
12 full-time residents. The current water demand is estimated to be 3 af7yr. The 
water use rate is 250 gpcd. There are 61 parcels developed out of a total of 144 
parcels in this community. Water is supplied by 20 private wells. Existing total 
water capacity is unknown. 

Kohl’s Ranch 
Kohl’s Ranch is located approximately 12 miles northeast of Payson just south of 
SR 260 along Tonto Creek. In 2002, the population of Kohl’s Ranch was 
estimated to be 270, with a corresponding water demand of about 22 af/yr. The 
water use rate is 70 gpcd. The primary development in the community is a time- 
share residential property, although there are many small weekend cabins on 
relatively small lots on both sides of Tonto Creek. There are 134 developed 
parcels out of a total of 192 designated parcels within this community. 

Tonto Creek Estates 
This community is located just over 2 miles north of Kohl’s Ranch, upstream 
along the Tonto Creek. In 2002, the community had an estimated population of 
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30, with an estimated water demand of 5 aflyr. The water use rate is 137 gpcd. 
All 65 lots of the Estates have been developed. Water is supplied to the community 
by the Tonto Creek Estates Water Company, a private regulated water utility which 
operates three wells. They apparently have adequate long-term water resources and 
good water quality. Production capacity information has not been shared. 

Christopher Creek 
The community of Christopher Creek is approximately 18 miles northeast of 
Payson and is located just north of SR 260, along Christopher Creek. In 2002, the 
population of the community was estimated to be 150, with an associated water 
demand of about 12 af7yr. The water use rate is 73 gpcd. Out of a total of 528 
parcels, 342 have been developed. Water is supplied by Christopher Creek Haven 
Water Company, a private regulated utility, which operates a water system 
consisting of 4 wells. Total production capacity of the four wells is unknown. No 
major water production issues are known to exist. Currently this community has a 
surface water remediation plan in place to mitigate water quality issues within its 
community and possibly downstream at the R Bar C Boy Scout Camp. 

Hunter Creek 
Hunter Creek is located approximately 1.5 miles downstream and south of the 
community of Christopher Creek. Out of a total of 166 lots in this community, 75 
have been developed. In 2002, the population of the community was estimated to 
be 35, with an associated water demand of22 af/yr. The water use rate is 571 
gpcd, which is the second highest water use rate per person in the Study area. A 
possible reason for this high usage rate is heavy water use for landscaping by part- 
time residents who are not counted in the population totals. There are two 
community-owned wells; output capacities of the wells are unknown. The 
comrnunity also operates a wastewater treatment facility. Both the wells and the 
wastewater treatment facility are located near the edge of the creek. 

R-Bar-C Boy Scout Camp 
This Boy Scout camp is a smaller seasonal camp than Camp Geronimo. It is 
located about 16 miles east of Payson, just south of SR 260 along Christopher 
Creek. The equivalent full-time population in 2002 was estimated to be 20, with a 
water demand of 2 af/yr. The water use rate is 96 gpcd. There are two wells that 
serve the camp. Assuming the camp continues to be operated like it has been in 
the past, the water supply is assumed to be sufticient into the future. Current 
production capacity of the wells is unknown. County wastewater management 
personnel and others have expressed a major concern regarding water quality 
problems in the creek, apparently resulting from upstream septic systems. 

111.8.2 Sub-Region 2, Arrowhead Canyon 

There is only one community located within this Sub-Region-Arrowhead 
Canyon. It is a small, unincorporated community located at the northern edge of 
Sub-Region 2, just below the Diamond Rim fault, approximately 2.5 miles south 
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of Pine. The 2002 population of the community was about 10, with a 
corresponding water demand of about 1 af/yr. The water use rate is 100 gpcd. 
There are five private wells that are used; their existing capacities are unknown. 

lll.B.3 Sub-Region 3 

This Sub-Region is located in the southeastern quadrant of the Study area. 
Twelve communities, mostly located in the western portion, are included within 
this Sub-Region. This area also approximates the central portion of the entire 
Study area. It is the most populated of all Sub-Regions, as well as having the 
single-most populated community in the Study area-the town of Payson, with a 
2002 population of 14,500. 

Beaver Valley 
The Beaver Valley community is the northemmost community within this Sub- 
Region. It is almost 7 miles north of Payson, along Houston Mesa Road (FR 
199). The community is about 66 percent built out, with 23 1 lots developed out 
of 351 total available lots. In 2002, an estimated 240 people lived in Beaver 
Valley, with an associated water demand of 22 af/yr. The water use rate is 82 
gpcd. Water is supplied by a one-well system operated by the Beaver Valley 
Water Company, an ACC regulated private utility. There also are two private 
wells that are not part of the system. The utility also claims a water right of about 
23.75 af/yr on the East Verde River, of which about 22 af/yr are used. Total 
water supplies available are currently estimated to be 23 af/yr. 

Over the last few years, the water system operator has had to move the system’s 
point of diversion intake several hundred yards upstream on the East Verde River. 
This is because an insufficient volume of water flows down the East Verde River 
past the community during periods of drought or when the C. C .  Cragin pumps 
are not operating. In the past, water quality has been a concern in this community 
due to high density septic systems in the service area, and a heavily used FS 

sanitation facilities. An old low volume shallow well is now in operation, but 
without increased flow in the river, the community is in jeopardy of having 
insufficient potable water during drought periods or if the streamflow is polluted 
by the upstream campground. These situations all contribute to reliability issues 
with the existing water delivery system. 

CZIEpgGlmd !GCEttPr! !PSS thEE E mile EpEtrPcm (water WhPP!) \?&ich has ne 

Freedom Acres and Wonder Valley 
Freedom Acres is about 5.5 miles north of Payson, located along and just west of 
Houston Mesa Road (FR 199). Freedom Acres is completely built out, with all 2 1 
lots developed. In 2002, Freedom Acres had an estimated population of 29, with 
an associated water demand of 9 aflyr; the water use rate is 283 gpcd. This 
community consists mostly of full-time residents living on fully developed large 
lots; many have horses. Wonder Valley is located just east of Freedom Acres, and 
is almost completely built out, with 20 lots out of 23 lots developed. In 2002, 
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Wonder Valley had an estimated population of 40, with an associated water 
demand of about 3 afi'yr; the water use rate is 69 gpcd. Similar to Freedom Acres, 
this community consists mostly of full-time residents. 

Freedom Acres owns one well, and Wonder Valley owns two well, which 
together are operated as one system. In addition, there are 10 privately-owned 
wells in Freedom Acres and 12 privately-owned wells in Wonder Valley that 
appear to be meeting current demands; however, these wells are located in 
shallow aquifers and are subject to reduced output under severe drought 
conditions. The groundwater supply currently available to Freedom Acres 
appears to be limited, particularly in extended dry periods. The Wonder Valley 
community had a well collapse in 2002 during which time Gila County had to 
haul water to the community. An initial replacement well did not yield significant 
water; a second replacement well producing nearly 30 gpm was developed to 
meet current demands. The current water supply in Wonder Valley is estimated 
to be just under 17 af/yr. 

Mesa del Caballo 
This community is just over 3 miles north of Payson, and has one of the highest 
densities within the Study area. It is almost completely built-out, with 409 lots 
developed out of 455. In 2002 the estimated population of Mesa del Caballo was 
640, with an associated water demand of 66 aflyr. The water use rate is 92 gpcd. 
Water to the community is supplied by Payson Water Company (Brooke). The 
utility operates a system that consists of seven low volume wells. The 7 wells 
yield a total of 45to 50 gpm, enough capacity to supply 70 to 80 afi'yr. The wells 
have apparently been operationally stable over the past 6 to 8 years, with only 
periodic water supply shortages. During 2006-2007, there were short periods of 
time during which there were inadequate supplies. 

Flowing springs -+ Flowing S p M g i  is about 5 miles north of Payson, along both sides of the East 
Verde River. In 2002, the population of Flowing Springs was estimated to be 40, 
with an associated water demand of about 6 af/yr. The water use rate is 137 gpcd. 
The community is almost 60 percent built-out, with 42 lots developed out of 73. 

Water is provided to Flowing Springs by Payson Water Company (Brooke) using a 
single low volume well. Some members of this community have surface water 
claims and they apparently use surface water fi-om the East Verde River for 
irrigation purposes. Total potable supply available to the community is currently 
estimated to be 7 auyr. 

East Verde Estates (also known as East Verde Park) 
This cornunity is about 4.5 miles north of Payson, just west off SR 87 along the 
East Verde River. It is about 2 miles downstream of Flowing Springs. In the past it 
was also referred to as East Verde Park. Out of 246 total lots, 164 have been 
developed. In 2002 the population of East Verde Estates was estimated to be 180, 
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with a corresponding water demand of 16 aflyr. The water use rate is 79 gpcd. 
Payson Water Company (Brooke), the water provider, has three low volume wells 
that make up the water supply system. There are also 11 private wells within the 
community that are not connected to Payson Water Company’s system. This 
community has experienced significant outages over the years. Large demand 
spikes sometimes exceed short-term storage capacity, indicating a need for 
additional storage capacity. Without a new water supply (and likely new storage), 
the community would be expected to continue to experience significant water 
shortages. 

The three low volume wells total 13 gpm. The system is estimated to have a 
current supply of 16 ai7yr. 

Summit Springs 
This is a new community that has 27 approved lots, but does not yet have any 
residences. It is located approximately 3 or 4 miles west of Payson. Summit 
Springs may have adequate water for full build-out through the use of an existing 
well; however no information is known about the well’s capacity. 

Town of Payson 
Payson is centrally located in the Study area. It is the largest community in the 
Study area with an estimated population of 14,500 in 2002. This represents 
approximately 68 percent of the total Study area population. It also has the 
highest proportion of full-time residents compared to the rest of the Study area. 
Out of B total possible 9,747 paxcels, 7,254 pa-celc have been developed, which is 
about 74 percent of Payson’s total planned build-out. The estimated water 
demand in 2002 was 1,805 ai7yr; this represents about 70 percent of the total 
water used within the Study area. The water use rate is 11 1 gpcd. 

* Payson’s water supply has historically been produced entirely from groundwater 
wells within the town limits. From early settlement of Payson in 1882 to the 
advent of a privately-owned water company in 1950, residents of Payson 
depended on shallow hand dug wells and cable tool wells. Public water mains 
were installed in the early 1950s and water was distributed to the original town 
site area and subsequent subdivisions in central Payson. Water, supplied from 
several drilled shallow wells, was pressurized in hydro-pneumatic tanks for 
delivery to area homes. The 1950s and 1960s saw the development of three 
additional wells within the current Payson town limits, and creation of separate 
public service water systems to serve new Payson subdivisions. Payson’s first 
large mountaintop water storage tank (500,000-gallon capacity) was constructed 
in 1967. The four separate water systems serving the Payson community were 
interconnected in 1976. The town of Payson incorporated in 1980 and founded 
the Payson Water Department which acquired the four private water companies. 
The Payson Water Department currently operates 37 water production wells, 1 1 
water storage tanks, and over 200 miles of pipeline to supply water to 7,800 
public water system connections. Most of Payson’s wells are relatively shallow 
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(300 to 500 feet below land surface) with some deeper wells approaching 1,000 
feet. There also are about 300 private wells that are operated within the town but 
are not connected to the Payson Water Department system. 

Payson originally was allocated 4,995 affyr of Central Arizona Project (CAP) 
water. Payson commissioned multiple studies to determine if and how it could 
receive its CAP allocation; however, the use of a CAP exchange mechanism for 
local surface water supply could not be developed due to insufficient quantities of 
local water rights available for exchange, and FWS concerns regarding federally 
protected species, as well as a general lack of interest by local surface water rights 
holders. The allocation was sold and the funds from the sale were subsequently 
used by Payson to help maximize its groundwater resources through exploration 
programs, safe yield studies, conservation, and also partially fund studies for the 
construction of a wastewater reclamation and recycling project now known as the 
Green Valley Park rechargeheuse water reclamation project (1 996). In addition 
to this rechargeheuse project, Payson has created multiple programs to enhance 
water efficiency and conservation. 

Payson manages its groundwater resources, voluntarily by the concept of Safe 
Yield (Payson is not in a state AMA). Payson’s safe yield is currently estimated 
(2008) at 2,68 1 acre-Wyr of groundwater, based upon an available water supply of 
this same amount from a combination of in- and out-of-Town well fields. Water 
demand is expected to remain below safe yield until a new surface water source 
comes on line. C.C. Cragin water was made available through the 2004 Arizona 
Water Settlements Act (AWSA) and the 2008 SRP/Payson water rights 
agreement. It is anticipated that between 20 15 and 2020, facilities may be in 
place to deliver surface water. At that time Payson intends to manage both 
surface and groundwater sources conjunctively with a preference for surface 
water, thereby allowing the groundwater aquifers to recover. 

Tonto Apache Tribe 
The Tonto Apache Tribe is the only Native American community within the 
Study area. The Tonto Apache Reservation is located on Arizona SR 87, just 
south of Payson. The Tonto Apaches were recognized by a Congressional act in 
October 1972 giving them 85 acres. The Tribe had a population of 132 in 2002; 
however some members live off the reservation. For Study purposes, the Tribal 
population living on the reservation is included in the Payson population estimate 
above. 

Tribal membership is increasing and the Tribe recently succeeded at expanding its 
reservation by acquiring 278 acres fi-om TNF in February 2008. At present, 
housing on the Reservation can accommodate only about half the residential 
needs of current tribal members due to the Reservation’s limited size. Many 
houses on the Reservation contain two families and some contain three. The 
Tribal Chairperson estimates a need for 25 additional houses to accommodate the 
present need. 
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When recorded, 
return to: 
Marian Shepard, BOS 
( 9 / 9 / 0 8  # 4 )  

2008412380 RESL Page: 1 of 2 09/19/2888 04:49:39 Ftl Receipt #:,08-5691 
Rac Fee: $0 
Gila County, F)z, Sadie Tomerlin Dalton, Recorder Gila Co Board O f  Supervirorr 

A RESOLUTION OF THE BOARD OF SUPERVISORS OF GILA 
COUNTY, ARIZONA, SUPPORTING THE TOWN OF PAYSON’S AND 
NORTHERN GILA COUNTY COMMUNITES’ ACCrESS TO AND USE 
OF THE WATER ALLOCATION IDENTIFLED IN THE ARIZONA 
WATER SETTLEMENT ACT OF 2004, P.L. 108-451 AND PROPOSING A 
FINANCLAL PARTNER!3EIP THE TOWN OF PAYSON TO 
CONSTRUCT A PIPELINE FOR THAT PURPOSE 

WHEREAS, the Arizona Congressional delegation expended considerable effort on the Arizona 
Water Settlement Act of 2004, P.L. 108-451; and 

WHEREAS, a key component of the Act is the availability of 3500 acre feet (Town of Payson 
3,000 and northern Gila County communities 500 acre feet) annually of surface water from C.C. 
Cragin Reservoir (formerly Blue Ridge Reservoir) for use in northern Gila Corn@, and 

WHEREAS, the Town of Payson expects to collstrucf and operate a 14.5 mile long pipeline 
along E. Houston Mesa Road to deliver C.C. Cragin Reservoir water to Payson and northern Gila 
Counv, and 

WHEREAS, the Town of Payson has indicated an interest in assisting nurthern Gila County 
communities with the joint use of the Town of Payson’s pipeline for the benefit of communities 
where it is economically feasible and prudent to distribute C.C. Cragin water; and 

WHEREAS, it is desirable to construct only one pipeline for the benefit of all final participating 
Payson area communities in order to lessen the costs of construction and the environmental 
impacts of construction on the Tonto National Forest; and 

WHEREAS, potential participating rural cornunities or water purveyors are not yet legally 
organized to make commitments for use of the water or for sharing costs of the engineering, 
design, permit, or construction costs to upsize the pipeline, and the Town of Payson must 
immediately move forward with its Special Use Permit and engineering processes; and 

WHEREAS, Gila County wishes to insure the availability of an adequate main-line distribution 
system for the 500 acre feet of available water to rural northern Gila County communities by 
fonnlng a financial partnership with the T o m  of Payson to upsize the pipeline and to provide the 
proportionate costs incurred to upsize the pipeline to adequately distribute Gila County’s 
allocation of water; such costs not to exceed 4 million dollars; and 

WHEREAS, Gila County wishes to ultimately recover costs of the upsized pipeline fiox the 
communities and water purveyors that will use the pipeline, 



c 

2008-012380 RESL Page: 2 of 2 - 099/19/2%%0 84 49 39 PPI Receipt # -5691 
Rec Fsa $0 6ila Co h a r d  Of Supervisors 
Gila County, Rz, Sadie Tomerlin Dalton, Recorder 

Ill1 IM ~ ~ ~ ~ ~ ~ ~ ~ I M !  HLIYIL Id M'1Mlli It II I 
NOW, THEREFORE, BE IT RESOLVED that the Gila County Board of Supervisors supports 
the Town of Payson's Tonto National Forest Special Use Permit application and the associated 
plans to construct one pipeline in the Tonto National Forest to provide C.C. Cragin Reservoir 
water to the Town of Payson and northern Gila County communities, as intended in the Arizona 
Wafer Settlement Act of 2004, P.L. 108-45 1. 

PASSED AND ADOPTED this 9* day of September 2008, at Globe, Gila County, Arizona. 

Attest: GILA C O t W  BOARD OF SUPERVISORS 

Bryan CJ$nbers, Chief Deputy 
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i *  - Kathleen M. Reidhead 

14406 S. Cholla Canyon Dr. 
Phoenix, AZ 85044 
Telephone : 480-704-02 6 1 2 2 8  FE3 - 3 !> t: I =; 

BEFORE THE ARIZONA CORPORATION 

IN THE MATTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND 
PROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR 
UTILITY SERVICE BASED THEREON. 

IN THE MAlTER OF THE APPLICATION 
OF PAYSON WATER CO., INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO: (1) ISSUE EVIDENCE 
OF INDEBTEDNESS IN AN AMOUNT 
NOT TO EXCEED $1,238,000 IN 
CONNECTION WITH INFRASTRUCTURE 
IMPROVEMENTS TO THE UTILITY 
SYSTEM; AND (2) ENCUMBER REAL 
PROPERTY AND PLANT AS SECURITY 
FOR SUCH INDEBTEDNESS. 

DOCKET NO: W-035148-13-0111 

DOCKET NO: W-03514A-13-0142 

SUPPLEMENT TO PRE-FILED rrSTIMONY 

Kathleen M. Reidhead, "KMR", is an Intervener in the above-captioned matter. KMR submits 
the attached REVISED Exhibit KMR-2 and REVISED Exhibit KMR-3 showing current estimated water bills 
For Deer Creek Village, "DCV" and Gisela, based on the most recent rate proposals recommended by the 
Arizona Corporation Commission, "Staff, and Payson Water Company, "PWC". These Exhibits show 
that the current Staff rate proposal will result in higher estimated water bills than the earlier rate 
proposal as reflected on the original Exhibit KMR-2 and Exhibit KMR-3 submitted with Surrebuttal 
Testimony on 12/20/13 (Document #149903). 

Also attached as Exhibit KMR-M is a document submitted by Mr. Robert Hardcastle on Docket 
#W-03514A-12-0008, Document #136568 posted on 6/21/12, showing the results of a vote taken by 
Mesa del Caballo ratepayers in 2011 that was referenced in KMR's 1/27/14 Intervenor Response to 
jupplemental Rejoinder Testimony, page 5, lines 20-24. Please note that this Exhibit shows 167 ballots 
>ut of  200 ballots collected voted in favor of the CC Cragin Pipeline. 167 is a majority of the 
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households in service in Mesa del Caballo in 2011. This evidence shows that there was not a consensus 
of support for the CC Cragin Pipeline option by the people of MdC in September 2011. 

Respectfully submitted this 3rd day of February, 2014. 

Kathleen M. Reidhead, intervener 
14406 S. Cholla Canyon Dr. 
Phoenix,AZ 85044 

ORIGINAL and thirteen (13) copies 
of the foregoing were filed this 3rd 
day of February, 2014 with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

COPY of the foregoing was mailed 
this 3rd day of February, 2014 to: 

Jay Shapiro (Attorney for Payson Water Co., Inc.) 
Fennemore Craig P.C. 
2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016 

Robert Hardcastle 
3101 State Road 
Bakersfield, CA 93308 

William Sheppard 
6250 North Central Avenue 
Phoenix, AZ 85012 

Glynn Ross 
405 S. Ponderosa 
Payson, AZ 85541 

Suzanne Nee 
2051 E. Aspen Dr. 

Tempe, AZ 85282 

Thomas Bremer 
6717 E. Turquoise Ave. 
Scottsdale, AZ 85253 

J. Stephen Gehring & Richard M. Burt - 
8157 W. Deadeye Rd. 
Payson, AZ 85541 



Revisd  
EXH I BIT KM R-2 

Summary of Company Proposal **REVISED** as of Januaw 6,2014 
Estimated water biiis for Deer Creek Village Customers 

(Deer Creek Village is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage MonthI4 
Company Recommended Base Rate (5/8 x 3/4-inch meter)' 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon high water use of 215 gallons per day per connection6 = 6,450 gallons/month 

Monthlv Cost 
$ 25.42 
$ 41.39 

TOTAL $ 66.81** 
**Current cost for this same level of usage is $31.05 

(This is a 115% increase) 

Example #2 - Water Use for Januarv (reported as Low Water Usage Month)' 
Company Recommended Base Rate (5/8 x 3/4-inch meter)2 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon low water use of 94 gallons per day per connection3 = 2,820 gallons/month 

Monthlv Cost 
$ 25.42 
$ 14.10 

TOTAL $ 39.52** 
**Current cost for this same level of usage is $21.44 

(This is a 84% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Month)' 
Company Recommended Base Rate (5/8 x 3/4-inch meter)2 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon average water use of 145 gallons per day per connection3 = 4,350 gallons/month 

Monthlv Cost 
$ 25.42 
$ 25.33 

TOTAL $ 50.75** 
**Current cost for this same level of usage is $24.77 

(This is a 105% increase) 

Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
Per Rejoinder Testimony of Thomas Bourassa, Document #150671, Rejoinder Schedule H-3, Page 1. 
Per Direct Testimony of Jian W. Liu, Document #0000149555, Page 11 
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Rev i s e4 
EXHIBIT KMR-2 

Summary of Staff Proposal **REVlSED** as of January 24,2014 
Estimated water bills for Deer Creek Village Customers 

(Deer Creek Village is part of the former United Utilities System) 

Example #1- Water Use for June (reported as High Water Usage Month? 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 

Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon high water use of 215 gallons per day per connection3 = 6,450 gallons/month 

Monthly Cost 
$ 23.00 

$ 38.44 

TOTAL $ 61.44** 
**Current cost for this same level of usage is $31.05 

(This is a 98% increase) 

Example #2 - Water Use for January (reported as Low Water Usage Month)' 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 
Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 
*Based upon low water use of 94 gallons per day per connection3 = 2,820 gallons/month 

Monthly Cost 
$ 23.00 
$ 21.61 

TOTAL $ 44.61** 
**Current cost for this same level of usage is $21.44 

(This is a 108% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Month)' 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 

Staff Recommended Commodity Rate (518 x 3/4-inch meter)2* 
*Based upon average water use of 145 gallons per day per connection3 = 4,350 gallons/month 

Monthly Cost 
$ 23.00 

$ 22.35 

TOTAL $ 45.35** 
**Current cost for this same level of usage is $24.77 

(This is a 83% increase) 

Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 
Per Supplemental Surrebuttal Testimony of Crystal S. Brown, Document #151005, Supplemental Surrebuttal Schedule CSB-17, Pg. 1 
Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 

1 

2 

3 



Revised 
EXHIBIT KMR-3 

Summary of Staff Proposal **REVISED** as of January 24,2014 
Estimated water bills for Gisela/Tonto Creek Shores Customers 

(Gisela is part of the former C & S System) 

Example #1 -Water Use for June (reported as High Water Usage Month)l Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)’ $ 23.00 
Staff Recommended Commodity Rate (5/8 x 3/4-inch meter)* $ 75.65 
*Based upon high water use of 368 gallons per day per connection3 = 11,040 gallons/month 

TOTAL $ 98.65** 
**Current cost for this same level of usage is $33.34 

(This is a 196% increase) c/. 

Example #2 - Water Use for March (reported as Low Water Usage Month)’ Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)’ $ 23.00 
Staff Recommended Commodity Rate (5/8 x 314-inch meter)* 5 17.98 
*Based upon low water use of 126 gallons per day per connection3 = 3,780 gallons/month 

TOTAL $ 40.98**/ 
**Current cost for this same level of usage is $22.59 

(This is a 81% increase) 

Example #3 - Water Use Average (reported as Average Water Usage Month)l Monthly Cost 
Staff Recommended Base Rate (5/8 x 3/4-inch meter)2 $ 23.00 
Staff Recommended Commodity Rate (518 x 3/4-inch meter)* $ 40.97 
*Based upon average water use of 226 gallons per day per connection3 = 6,780 gallons/month 

TOTAL $ 63.97** I/* 

**Current cost for this same level of usage is $27.03 
(This is a 137% increase) d 

Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 

Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 
’ Per Supplemental Surrebuttal Testimony of Crystal S. Brown, Document #151005, Supplemental Surrebuttal Schedule CSB-17, Pg 1 
3 



pe\/iscC( 
EXHIBIT KMR-3 

Summary of Company Proposal **REVISED** as of January 6,2014 
Estimated water bills for Gisela/Tonto Creek Shores Customers 

(Gisela is part of the former C & S System) 

Example #1- Water Use for June (reported as High Water Usage MonthI4 
Company Recommended Base Rate (5/8 x 3/4-inch meter)’ 

*Based upon high water use of 368 gallons per day per connection6 = 11,040 gallons/month 

Monthlv Cost 
$ 25.42 

Company Recommended Commodity Rate (5/8 x 3/4-inch meter)’* -1Qm.76 
106-18 

TOTAL $ W* 
**Current cost for this same level of usage is $33.34 

(This is aiM396 increase) a% 

Example #2 - Water Use for Januaw (reported as Low Water Usage Month)’ 
Company Recommended Base Rate (5/8 x 3/4-inch meter)’ 

*Based upon low water use of 126 gallons per day per connection3 = 3,780 gallons/month 

Monthlv Cost 
$ 25.42 

Company Recommended Commodity Rate (5/8 x 3/4-inch meterj2* s - a 6 7  
4?w 

TOTAL $ -* 
**Current cost for this same level of usage is $22.59 

(This is a4054J4 increase) 
lJ7% 

Example #3 - Water Use Average (reported as Average Water Usage Month)’ Monthly Cost 

Company Recommended Base Rate (5/8 x 3/4-inch meter)2 
Company Recommended Commodity Rate (5/8 x 3/4-inch meter)2* 

!$ 25.42 o\le 
s 43?42.w.62 

796) *Based upon average water use of 226 gallons per day per connection3 = 6,780 gallons/month 

TOTAL $ W* 
**Current cost for this same level of usage is $27.03 

(This is a m  increase) 
167% 

Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 
Per Rejoinder Testimony of Thomas Bourassa, Document #150671, Rejoinder Schedule H-3, Page 1. 
Per Direct Testimony of Jian W. Liu, Document #149555, Page 11 
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ARTHUR J. BOURQUE 

VIA EMAIL AND U.S. MAIL 

Mr. Robert Hardcastle 
Brooke Utilities, he.  
P.O. Box 822 18 
Bakersfield, California 93380 

OURQUE LAW FIRM. PC BROOKE UTILITIES 1 
A PPOFESSIONAL CORPORATION 

ATTORNEYS AT LAW 

1747 EAST MORTEN AVENUE 
SUITE 105 

PHOENIX, ARIZONA 85020 

WRITER'S DIRECT LINE: 466-2056 
rrtBboorqoclaa.com I 

TELEPHONE: (602) 466-2661 

www.boutqoelaw.com 
TELECOPIEB: (602) 266-7744 

October 6,201 1 

Re: Mesa del Caballo Water Alternatives Preference 

Dear Mr. Hardcastle: 

We received 200 ballots as of October 3,201 1. 16 of those ballots could not be 
counted because no selection or multiple selectionS were made. Here are the results of all ballots 
received as of October 3,201 1: 

CC Cragin Pipeline 167 
Conservation 5 
Deep Wells 8 
Long-term Hauling 1 
US Forest Service Pipeline 3 
Could not be counted - 16 

200 

Sincerely, 

Arthur J. Bourque 

http://rrtBboorqoclaa.com
http://www.boutqoelaw.com
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BEFORE THE ARIZONA CORPORATION COMMISSION arT 
iQ 

JEFF HATCH-MILLER 
Chairman moM Corpomon Commission 

WILLIAM A. MUNDELL 
Commissioner 

MARC SPITZER 
Commissioner MAY 0 5 2005 

MlKE GLEASON 
Commissioner 

KRISTIN K. MAYES 
Commissioner 

DoCKETFD 

DOCKETED BY m 
DOCKET NO. W-035 14A-04-0906 

DECISION NO. 67821 
ORDER 

LN THE MATTER OF PAYSON WATER 
COMPANY, INC. FLING OF A 
CUKTAILMENT PLAN TARIFF 

$en Meeting 
May 3 and 4,2005 
Phoenix, Arizona 

BY THE COMMISSION: 

FINDINGS OF FACT 

1. Payson Water Company, Inc. (“Payson” or “the Company”) is certificated to 

provide water as a public service corporation in the State of Arizona. 

2. 

3. 

On December 17,2004, the Company filed a curtailment plan tariff. 

The Company’s proposed tariff differs iiom Staffs general curtailment tariff 

template that is posted on the Commission’s website in that the Company is proposing a 

“reconnection fee for violation” during the mandatory Stage 3, 4 and 5 conditions, when outdoor 

watering is prohibited. 

4. On January 20, 2005, in Decision No. 6751 1, the Commission 

filing for a period of ninety days, through and including April 16,2005. This 

so that Staff would have more time to review the application. 

... 

suspended the tariff 

request was granted 
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Page 2 Docket No. W-035 14A-04-0906 

5.  On April 11, 2005, in Decision No. 67755, the Commission suspended the tarifl 

filing for an additional 30 days. This request was granted so that the Company could docket a 

Water Augmentation Surcharge Tariff. 
r’ 

6.  The Company is located in the Paybon area in Gila County and consists of n i n e  

independent water systems; Mead’s Ranch, East Verde Estates, Flowing Springs, Geronimo, Mesa 

del Caballo, Star Valley/Quail Valley, Whispering Pines, Star Valley and Deer Creek Systems. 

These systems serve a total of approximately 4,100 customers. 

7. The Company’s proposed curtailment tariff was developed based on the tariff 

approved for Pine Water Company, Inc. (‘Pine Water “) in Decision No. 62846 (August 24,2000) 

and revised in Decision No. 65914 (May 16, 2003) which includes a “reconnection fee for 

violation”. Pine Water and Payson are subsidiaries of Brooke Utilities, Jnc. The Company would 

like its tariff to be consistent with the tariff approved for Pine Water. 

8. The Company seeks approval for a provision for a “reconnection fee for violation” 

during mandatory Stage 3, 4 and 5 conditions. Once notice of mandatory conservation has been 

provided, customers can be disconnected if they fail to comply and continue to use water for 

purposes that are prohibited. These reconnection fee (‘‘fine”) amounts are less than Pine Water’s 

fine. The Company proposed its fines be lower than Pine Water’s because the water supply 

shortage in Payson’s service area is not as severe as it is in Pine Water’s service area. The 

proposed fines being requested are summarized as follows: 

Stage 3 - Enforcement 

1‘‘ offense $150.00 
znd offence $300.00 
3d offence (and thereafter) $600.00 

Stage 4 - Enforcement 

1’‘ offense $300.00 
2nd offence $600.00 
3d offence (and thereafter) $1,200.00 

... 

67821 Decision No. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

age 3 Docket No. W-035 14A-04-0906 

Stage 5 - Enforcement 

1‘‘ offense $600.00 

3d offence (and thereafter) $2,400.0D 
2nd offence $1,200.00 

9. Under these mandatory restrictions in Stages 3 ,4  and 5, the Company is required to 

~t i fL  customers by delivering written notice door to door at each service address, or by changing 

,cat sign postings, or via electronic mail, or by any other reasonable means of notifyins customers 

L the affected water system(s). 

10. It is the Company’s position that water conservation will only be achieved if the 

arties responsible for wasting water face the consequences for such actions, including appropriate 

conomic penalties. Otherwise, the impact of one individual wasting water is unfairly placed on 

11 of the water system’s customers. 

11. Staff proposed several modifications to the tariff, one of which would potentially 

=quire the Company to haul water under certain conditions. 

12. 

13. 

Staff finds the amended tariff to be reasonable. 

Staff recommends approval of the Company’s Curtailment Plan Tariff as modified 

~y Staff and reflected in Staffs Exhibit A. 

14. Staff further recommends: 

a. That the monies collected under this tariff shall be deposited into a separate 
interest bearhg trust account and used solely for the purposes of paying for 
importing of water to the Company (such as hauling water or connecting to 
and buying water fkom another water system). 

That the Company submit a report to the Utilities Division Compliance 
Section, beginning October 15, 2005, and on May 15 and October 15 of 
each year thereafter, that includes a running account of (up to the last day of 
the previous month) the following information; 

b. 

.. 
1) 
2) 
3) 

4) 

The name of each customer that has paid the fine, 
The amount of the fine paid by each customer, 
The amount of money used fiom the account to pay for 
importing water, and 
The balance in the account. 

I . .  
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Page 4 Docket No. W-03514A-04-0906 

CONCLUSIONS OF LAW 

1. The Company is an Arizona public service corporation within the meaning of 

1 
Article XV, Section 2, of the Arizona Constitution. 

2. 

this Application. 

3. 

The Commission has jurisdiction over the Company and of the subject matter in 

The Commission, having reviewed the request for approval of the tariff and Staffs 

Memorandum, dated April 19, 2005, concludes that it is in the public interest to approve the 

curtailment plan tariff, as amended in accordance with the recommendations in Staff's Exhibit A. 

" ORDER 

IT IS THEREFORE ORDERED that Payson Water Company, Inc. is hereby authorized to 

implement the curtailment plan tariff, a copy of whch is attached as Exhibit A. 

IT IS THEREFORE ORDERED that Payson Water Company, Inc. shall comply with the 
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IT IS FURTHER ORDERED that Payson Water Company, Inc. shall docket the 

I I  :urtailment plan tariff with 30 days of the effective date of this Decision. 

l l  IT IS FURTHER ORDERED that this Order shall become effective immediately. 
i 

I I 
BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION 

- 

COMMISSIONER COMMISSMNER 

IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive 
Secretary of. the Arizona Corporation Commission, have 
hereunto, set my hand and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of 
Phoenix,this SJ” dayof %a~. ,2005. 
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SERVICE LIST FOR: Payson Water Company, Inc. 

DOCKET NO. W-035 14A-04-0906 

M i .  Jay Shapiro 1 
Fennemore Craig J 

3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012-2913 

Ms. Mistie S. Jared 
Payson Water Company, Inc. 
Post Office Box 82218 
Bakersfield, California 93380-221 8 

Mr. Ernest G. Johnson 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Mr. Christopher C. Kernpley 
Chief Counsel 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

67821 
Decision No. 



TARIFF SCHEDULE Exhibit A 
4 

Utility: Payson Water Company, Inc. 
Docket No.: W-035 14A-04-0906 
Phone No.: 1-800-270-6084 Effective: 

Tariff Sheet No.: 1 of 6 
Decision No.: 

CURTAILMENT PLAN FOR PAYSON WXTER COMPANY, INC. 

ADEQ Public Water Systems: Mead’s Ranch (#04-015), East Verde Estates (#04-026), 
Flowing Springs (#04-027), Geronimo (#04-028), Mesa del Caballo (#04-030), Star 

Valley/Quail Valley (#04-03 7), Whispering Pines (#04-03 9), Star Valley (#04-346) and 
- Deer Creek (#04-064) 

APPLICABILITY 

Payson Water Company, Inc. (“Company”) is authorized by the Arizona Corporation 
Commission to curtail water service to all customers within its certificated area under the 
terms and conditions listed in this tariff. As needed, this tariff will be implemented by 
the Company on a system-by-system basis, or on a company-wide basis, as circumstances 
warrant. 

This curtailment plan shall become a part of the Arizona Department of Environmental 
Quality Emergency Operations Plan for the Company. 

The Company shall notify its customers of this new tariff as part of its next regularly 
scheduled billing after the effective date of the tariff or no later than sixty (60) days after 
the effective date of the tariff. 

The Company shall provide a copy of the curtailment tariff to any customer, upon 
request. 

STAGES 
Stage 1 Exists When: 

Company’s water storage level or well production is at least 80% of total capacity 
and there are no known problems with its water production or storage facilities. 

Restrictions: Under Stage 1, the public water system is deemed to be operating 
normally and no curtailment is necessary. 

Notice: Under Stage 1, no notice is necessary. 

Stage 2 Exists When: 

Company’s water storage or well production is less than 80% but at least 70% of 
capacity for at least (48) consecutive hours. 

Decision No. 67821 

.. 



TARIFF SCHEDULE Exhibit A C 

Tariff Sheet No.: 2 of 6 
Decision No.: 

Utility: Payson Water Company, Inc. 
Docket No.: W-035 14A-04-0906 
Phone No.: 1-800-270-6084 Effective: 

Company has identified issues such as a steadily declining water table, increased 
draw down threatening pump operations, andor poor water production, creating a 
reasonable belief that the Company will be unable to meet anticipated water demand on a 
sustained basis. 

Restrictions: Under Stage 2, voluntary conservation measures should be employed 
by customers to reduce water consumption by ten percent (10%). Outside watering on 
weekends and holidays should be curtailed. Outside vegetation watering may occur 
during weekday periods on even days of the month for even numbered lots, and odd 
numbered days of the month for odd numbered lots. 

Notice: Under Stage 2, the Company is required to notify customers by delivering 
written notice door to door at each service address, or by changing local sign postings, or 
via electronic mail, or by any other reasonable means of notifying customers in the 
affected water system(s) of the imposition of the Curtailment Tariff, the Curtailment 
Stage, the general nature of the problem and the need to conserve water. 

Stage 3 Exists When: 

Company’s water storage level or well production is less than 70% but at least 
60% of capacity for at least twenty-four (24) consecutive hours. 

Company has identified issues such as a steadily declining water table increased 
draw down threatening pump operations, and/or poor water production, creating a 
reasonable belief that the Company will be unable to meet anticipated water demand on a 
sustained basis. The Company will undertake reasonable measures to supplement its 
water supply until such time that Stage 3 is reached for 48 consecutive hours. 

Restrictions: Under Stage 3, Company shall inform the customers of a 
mandatory restriction to employ water conservation measures to reduce daily 
consumption. Failure to comply will result in customer disconnection. The following 
uses of water shall be prohibited: 

0 

0 

0 

0 

0 

0 

0 

Irrigation of outdoor lawns, trees, shrubs, or any plant life is prohibited 
Washhg of any vehicle is prohibited 
The use of water for dust control or any outdoor cleaning uses is prohibited 
The use of drip or misting systems of any kind is prohibited 
The filling of any swimming pool, spas, fountains or ornamental pools is 
prohibited 

The use of construction water is prohibited. 
Restaurant patrons shall be served water only upon request 

Decision No. 67821 



TARIFF SCHEDULE Exhibit A 
4’ 

Utility: Payson Water Company, Inc. 
Docket No.: W-035 14A-04-0906 
Phone No.: 1-800-270-6084 Effective: 

Tariff Sheet No.: 3 of 6 
Decision No.: 

Any other water intensive activity is prohibited. 

The Company’s operation of its standpipe service is prohibited. The addition of 
new service lines and meter installations is prohibited. 

Notice: Under Stage 3, the Company is required to notify customers by delivering 
written notice door to door at each service address, or by changing local sign postings, or 
via electronic mail, or by any other reasonable means of notifying customers in the 
affected water system(s) of the imposition of the Curtailment Tariff, the Curtailment 
Stage, the general nature of the problem and the need to conserve water. 

Enforcement: Once notice of mandatory conservation has been provided, the 
failure of a customer to comply within one (1) business day or two (2) calendars of 
receipt of such notice will result in an immehate disconnection of water service pursuant 
to Arizona Administrative Code R14-2-410(B)(l)(d). The reconnection fee for violation 
of a Stage 3 curtailmenf notice shall be: 

lSt offense: $150.00 
offense: ‘$300.00 

3d offense (and thereafter): $600.00 

If a customer believes he/she has been disconnected in error, the customer may 
contact the Commission’s Consumer Services Section at 1-800-222-7000 to initiate an 
investigation. 

Stage 4 Exists When: 

Company’s water storage level or well production is less then 60% but at least 
50% capacity for twenty-four (24) consecutive hours. 

Company has identified issues such as a steadily declining water table increased 
draw down threatening pump operations, andor poor water production, creating a 
reasonable belief that the Company will be unable to meet anticipated water demand on a 
sustained basis. The Company will undertake reasonable measures to supplement its 
water supply until such time that Stage 3 is reached for 48 consecutive hours. 

Restrictions: Under Stage 4, Company shall inform the customers of a 
mandatory restriction to employ water conservation measures to reduce daily 
consumption. .Failure to comply will result in customer disconnection. The following 
uses of water shall be prohibited: 

0 Irrigation of outdoor lawns, trees, shrubs, or any plant life is prohibited 

Decision No. 67821 



TARIFF SCHEDULE Exhibit A L 

Utiiity: Payson Water Company, ~ n c .  
Docket No. : W-03 5 14A-04-0906 
Phone No.: 1-800-270-6084 Effective: 

Tariff Sheet No.: 4 of 6 
Decision No.: 

0 Washing of any vehicle is prohibited 1 / 

0 

0 

0 

0 

0 

0 

The Company's operation of its standpipe service is prohibited. The addition of 

The use of water for dust control or any outdoor cleaning uses is prohibited 
The use of drip or misting systems of any kind is prohibited 
The filling of any swimming pool, spas, fountains or ornamental pools is 
prohibited 

The use of construction water is prohibited. 
Restaurant patrons shall be served water only upon request 
Any other water intensive activity is prohibited. 

new service lines and meter installations is prohibited. 

Notice:Under Stage 4, the Company is required to notify customers by delivering 
written notice door to door at each service address, or by changing local sign postings, or 
via electronic mail, or by any other reasonable means of notifylng customers in the 
affected water system(s) of the imposition of the Curtailment Tariff, the Curtailment 
Stage, the general nature of the problem and the need to conserve water. 

Enforcement: Once notice of mandatory conservation has been provided, the 
failure of a customer to comply within one (1) business day or two (2) calendar days of 
receipt of such notice will result in an immediate disconnection of water service pursuant 
to Arizona Administrative Code R14-2-41O(B)(l)(d). The reconnection fee for violation 
of a Stage 4 curtailment notice shall be: 

1'' offense: $ 300.00 
offense: $ 600.00 

3rd offense (and thereafter): $1,200.00 

If a customer believes he/she has been disconnected in error, the customer may 
contact the Commission's Consumer Services Section at 1-800-222-7000 to initiate an 
investigation. 

Stage 5 Exists When: 

Company's water storage level or well production is less then 50% of total 
storage capacity for twelve (12) consecutive hours. 

Company has identified issues such as a steadily declining water table increased 
draw down threatening pump operations, andlor poor water production, creating a 
reasonable belief that the Company will be unable to meet anticipated water demand on a 
sustained basis. The Company will undertake reasonable measures to supplement its 
water supply mtil such time that Stage 3 is reached for 48 consecutive hours. 
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TARIFF SCHEDULE Exhibit A 
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Utility: Payson Water Company, Inc. 
Docket No.: W-03514A-040906 Decision No.: 
Phone No.: 1-800-270-6084 Effective: 

Tariff Sheet No.: 5 of 6 

I 

Restrictions: Under Stage 5,  Company shall inform the customers of a 
mandatory restriction to employ water conservation measures to reduce daily 
consumption. Failure to comply will result in customer disconnection. The following 
uses of water shall be prohibited: 

0 

0 

0 

0 

0 

0 

0 

0 

Irrigation of outdoor lawns, trees, shrubs, or any plant life is prohibited 
Washing of any vehicle is prohibited 
The use of water for dust control or any outdoor cleaning uses is prohibited 
The use of drip or misting systems of any kind is prohibited 
The filling of any swimming pool, spas, fountains or ornamental pools is 
prohibited 

The use of construction water is prohibited. 
Restaurant patrons shall be served water only upon request 
Any other water intensive activity is prohibited. 

The Company's operation of its standpipe service is prohibited. The addition of 
new service lines and meter installations is prohibited. 

Notice: Under Stage 5, the Company is required to notify customers by delivering 
written notice door to door at each service address, or by changing local sign postings, or 
via electronic mail, or by any other reasonable means of notifying customers in the 
affected water system(s) of the imposition of the Curtailment Tariff, the Curtailment 
Stage, the general nature of the problem and the need to conserve water. 

Enforcement: Once notice of mandatory conservation has been provided, the 
failure of a customer to comply within one (1) business day or two (2) calendar days of 
receipt of such notice will result in an immediate disconnection of water service pursuant 
to Arizona Administrative Code R14-2-410(B)(l)(d). The reconnection fee for violation 
of a Stage 5 curtailment notice shall be: 

1'' offense: $ 600.00 

3d offense (and thereafter) $2,400.00 

If a customer believes he/she has been disconnected in error, the customer may 
contact the Cornxnission's Consumer Services Section at 1-800-222-7000 to initiate an 
investigation. 

Td offense: $1,200.00 
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Utility: Payson Water Company, Inc. 
Docket No.: W-03514A-04-0906 Decision No.: 
Phone No.: 1-800-270-6084 Effective: 

Tariff Sheet No.: 6 of 6 

NOTICE 1’ 

r’ 

If the Company elects to provide notice by use of local sign postings, Company 
shall post and maintain at least two (2) signs per water system, in noticeable locations 
that include the entrances to major subdivisions, showing if the Company is operating 
under its curtailment tariff, beginning with Stage 1. Each sign shall be at least four feet 
by four feet, and color-coded to denote the current stage: 

1. Stage 1 - Green 
2. Stage 2 - Blue 
3. Stage 3 -Yellow 
4. Stage 4 - Orange 
5. Stage 5 - Red 

Company shall notify the Consumer Services Division of the Utilities Divis-on at 
least twelve (12) hours prior to entering either Stage 3 or Stage 4. Company shall notify 
the Consumer Services Section of the Utilities Division at least six (6)  hours prior to 
entering Stage 5 of this curtailment tariff. 

RECONNECTION FEE 

All reconnection fees shall be cumulative for a calendar year regardless of the 
Stage that an offense occurs. For example, if a customer fails to meet the requirements of 
a particular stage, conserve the required amount of water under Stage 3 after notice that a 
curtailment is in effect, the reconnection fee shall be $150.00 dollars. If that same 
customer, in the same calendar year, commits an offense under Stage 5, the reconnection 
fee shall be $1,200. By May 15 and October 15 of each year, the Company will provide 
the Director of the Utilities Division with a list of customers who paid reconnection fees 
for failure to comply with the mandatory provisions of this curtailment tariff. 

Any customer who has service terminated per this tariff more than once during a 
calendar year shall have those terminations count against himher in the next calendar 
year for purposes of establishing the reconnection fee, should another termination occur. 
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BEFORE THE ARIZONA CORPORATION Luiwvub31wlh 

:OMMISSIONERS 

;OB STUMP - Chairman 
iARY PIERCE 
IRENDA BURNS 
LOB BURNS 
,USAN BITTER SMITH 

N THE MATTER OF THE APPLICATION OF 
’AYSON WATER CO., INC., AN ARIZONA 
:ORPORATION, FOR A DETERMINATION OF 
?HE FAIR VALUE OF ITS UTILITY PLANT AND 
’ROPERTY AND FOR INCREASES IN ITS 
WATER RATES AND CHARGES FOR UTILITY 
;ERVICE BASED THEREON. 

N THE MATTER OF THE APPLICATION OF 
’AYSON WATER CO., INC., FOR AUTHORITY 

IN AMOUNT NOT TO EXCEED $1,238,000 IN 
ZONNECTION WITH INFRASTRUCTURE 
MPROVEMENTS TO THE UTILITY SYSTEM; 
lLND ENCUMBER REAL PROPERTY AND 
’LANT AS SECURITY FOR SUCH 
NDEBTEDNESS. 

ro ISSUE EVIDENCE OF INDEBTEDNESS IN 

Arizona Corporation Commission 

O C T  2 5  2013 

DOCKETED 

DOCKET NO. W-03514A-13-0111 

DOCKET NO. W-03514A-13-0142 

ta75 DECISIW NO. 

OPINION AND ORDER 
JPhase 1) 

)ATE OF HEARING: September 25,2013 

’LACE OF HEARING: Phoenix, Arizona 

WMINISTRATIVE LAW JUDGE: Dwight D. Nodes 

WPEARANCES: Mr. Jay Shapiro, FENNEMORE CRAIG, P.C., on 
behalf of Payson Water Co., Inc.; and 

Ms. Robin Mitchell, Staff Attorney, Legal Division, or 
behalf of the Utilities Division of the Arizonz 
Corporation Commission. 

BY THE COMMISSION: 

Procedural Historv 

On April 22, 2013, Payson Water Co., Inc. (“PWC” or “Company”) filed with the Arizoni 

Corporation Commission (“Commission”) an application in Docket No. W-03514A-13-0111 for i 

determination of the fair value of its utility plant and property and for increases in its water rates an( 

charges for utility service (“Rate Application”). 

On May 17, 2013, the Commission’s Utilities Division (“Staff’) issued a Deficiency Lette 

S:\DNodes\ordas\13011 IO&Q~docx I 
. .  
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finding the Rate Application to be deficient in several respects, and requesting certain additional 

information be provided by the Company. 

On May 22,201 3, PWC filed revised schedules and other information requested by Staff. 

On May 27,2013, PWC filed with the Commission an application in Docket No. W-03514A- 

13-0142 for authority to (1) issue evidence of indebtedness in an amount not to exceed $1,238,000 on 

the terms and conditions set forth by the Water Infi-astructure and Finance Authority (“WIFA’), and 

(2) encumber its real property and utility plant as security for such indebtedness (“Finance 

Application”). 

On June 3, 2013, Staff issued a Sufficiency Letter finding the Rate Application to be 

sufficient, and PWC was classified as a Class C utility. 

On July 2, 2013, a Procedural Order was issued setting the Rate Application for hearing 

beginning December 9, 2013, establishing other procedural filing dates, and ordering notice by mail 

and publication. 

On August 15, 2013, PWC filed a Motion to Consolidate Proceedings and Request for 

Expedited Procedural Schedule. PWC requested that the Rate and Finance Application dockets be 

consolidated and that a new, expedited procedural schedule be established to enable the Company to 

pursue an opportunity recently presented by the Town of Payson or “Payson”) to build the 

first phase of PWC’s planned interconnection between PWC’s Mesa del Caballo system and the C.C. 

Cragin Pipeline (“Cragin Pipeline”). As requested by the Company, if approved, the Phase 1 project 

would enable PWC‘s Mesa del Caballo customers to avoid water hauling surcharges as soon as next 

SUmmer. 

On August 20, 2013, Staff filed its Response to Motion to Expedite. Staff stated that it did 

not oppose the consolidation request, but opposed PWC’s request to expedite the entire proceeding. 

Staff proposed that a procedural conference be convened to discuss scheduling. 

On August 22, 2013, PWC filed a Reply in Support of Motion to Consolidate Proceedings 

and Request for Expedited Procedural Schedule. The Company stated that the entire consolidated 

~ ~ 

’ The notice was not mailed or published at that time due to subsequent motions by the Company regarding consolidation 
with the Finance Application. 
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xoceeding should be expedited to afford rate relief in conjunction with commencement of the 

lipeline project, or that the matter should be bifurcated with expedited consideration of the Finance 

lpplication and interim rate relief. 

By Procedural Order issued August 26, 2013, Docket Nos. W-03514A-13-0111 and W- 

135 14A- 13-0142 were consolidated, and a procedural conference was scheduled for September 4, 

!013. 

On September 4,2013, the procedural conference was conducted as scheduled, at which time 

he parties discussed procedures for processing the consolidated cases. 

On September 5,2013, PWC filed a Stipulation for Procedural Order Bifurcating Proceeding 

md Establishing Case Schedule. In the stipulation, PWC and Staff proposed to proceed in two 

)bases, with a Phase 1 hearing regarding a portion of the Finance Application commencing on 

September 25,2013, and a Phase 2 hearing on the Rate Application and the balance of the Finance 

lpplication beginning on January 13,2014. Other procedural dates were also listed and a proposed 

xstomer notice was attached to the filing. 

On September 10, 2013, a Procedural Order was issued setting a revised procedural schedule 

For consideration of the Rate and Finance Applications. An expedited hearing on “Phase 1” was 

scheduled for September 25, 2013, to consider the Company’s request for approval of a $275,000 

WIFA loan to finance a portion of the planned interconnection to the Cragin Pipeline that would 

=able the Company to interconnect the Mesa del Caballo system to the Town of Payson, so that 

water could be obtained directly fiom the Town rather than having to haul water by truck during 

periods of water shortages. The hearing on the Rate Application and remainder of the proposed 

WIFA loan (“Phase 2”) was scheduled to commence on January 13,2014, and other testimony filing 

deadlines were established. The Company was also directed to mail and publish notice of the 

proceedings to customers. 

On September 18,2013, Staff filed a Staff Report in Phase 1, recommending approval of the 

$275,000 expedited WIFA loan, subject to certain conditions. 

On September 23, 2013, PWC filed the responsive testimony of Jason Williamson and 

Thomas Bourassa. 
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On September 25,2013, the Phase 1 hearing was held as scheduled. At the beginning of the 

hearing, public comment was received from various customers of PWC expressing opposition to the 

requested rate The hearing concluded on September 25, 2013, subject to the Company 

being required to submit certain late-filed exhibits. 

On October 1,2013, PWC late-filed: a 2009 report on Water Supply Alternatives for the Mesa 

del Caballo system; a 201 0 audio-frequency magnetotelluric survey performed by Zonge Engineering 

and Research Organization, Inc. (“Zonge”) for Mesa del Caballo; and a 2010 report by Southwest 

Groundwater Consultants regarding the implications of the Zonge study. 

* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

Phase’l Finance Request 

1. PWC is an Arizona public service corporation t,at currently provides water utility 

service to approximately 1,114 customers in Gila County, Arizona. According to its Rate 

Application, during the 2012 test year the Company served 83 customers in its Geronimo Estates 

system; 121 customers in the Deer Creek system; 69 customers in the Meads Ranch system; 146 

customers in the Whispering Pines system; 29 customers in the Flowing Springs system; 162 

customers in the Gisela/TCS system; 385 customers in the Star Valley/Quail Valley system;’ 140 

‘ During public comment at the beginning of the hearing, as well as through subsequent written comments, several 
customers expressed concern with the timing of the notice and hearing for the expedited Phase 1 proceeding and 
suggested that the Commission’s procedural rules were violated, pursuant to Arizona Administrative Code (“A.A.C.”) 
R14-3-208, which they assert requires 30 days notice prior to the Commission holding a hearing. However, the rule cited 
by these customers applies to hearings conducted by the Arizona Power Plant and Transmission Line Siting Committee, 
not the Arizona Corporation Commission. The applicable rule for Commission proceedings is A.A.C. R14-3-109, which 
states that 10 days notice is to be given prior to a hearing “unless otherwise provided by law or as ordered by the 
Commission.” In this case, as is discussed below, the WIFA deadline for financing approval by the Commission 
necessitated the scheduling of an expedited hearing in this matter in order for the first phase of the pipeline project to be 
completed by the summer of 2014 - to enable PWC to deliver water directly fkom the Town of Payson and avoid the 
expensive water hauling charges that have been assessed to Mesa del Caballo customers in prior years. Further, contrary 
to the concerns expressed by certain customers located in other systems outside Mesa del Caballo, PWC’s financing 
request for the Cragin pipeIine, including the expedited Phase 1 request for the Payson interconnection, will affmt only 
customers in the Mesa del Caballo system and not customers in other PWC systems. 

In May 2012, the Town of Star Valley acquired all of the infixstructure and customers of the Star Valley/Quail Valley 
system through condemnation. Therefore, PWC no longer owns or operates that system. 

. . - . .. .. ., . . . , , 
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customers in the East Verde Park Estates system; and 364 customers in the Mesa del Caballo system. 

The Company’s current rates and charges were established in Decision Nos. 62320 

(February 17,2000) and 62401 (March 30, 2000), based on a 1998 test year. The only subsequent 

rate change was approved in Decision No. 71902 (September 28, 2010) for a water augmentation 

surcharge to recover water hauling costs incurred for the Mesa del Caballo system. 

2. 

3. According to the Company’s testimony in this case, on May 31, 2013, JW Water 

Holdings, LLC (“Jw Water”) acquired PWC, Tonto Basin Water, and Navajo Water from Brooke 

Utilities, Inc. As of June 1,2013, PWC is owned and operated by JW Water. Jason Williamson is 

the manager of PWC. (EX. A- 1, at 1 .)4 

4. As described above, PWC’s Rate Application and Finance Application have been 

consolidated and are scheduled for hearing beginning January 13, 2014. (See September 10, 2013 

Procedural Order.) In its Finance Application, the Company is requesting authority to obtain a WIFA 

loan in the amount of $1’238,000 to fund an interconnection of the Mesa del Caballo system to the 

planned Cragin Pipeline that will be constructed to bring water to the Town of Payson fiom a Salt 

River Project (“SRP”) reservoir. The Cragin Pipeline is expected to be completed by 2016. 

5. On August 15,2013, PWC filed a Motion to Consolidate Proceedings and Request for 

Expedited Procedural Schedule. In testimony attached to PWC’s Motion, Mr. Williamson claimed 

that the Mesa del Caballo subdivision and system are located on a solid rock outcropping that makes 

drilling wells there “a very risky (and expensive) proposition.” (Ex. A-1, at 4.) He stated that many 

wells in the area are unpredictable, especially during summer months, and therefore the Company has 

been forced to use trucks to haul water h m  the Town of Payson during the summer to keep up with 

demand. Mesa del Caballo customers are assessed a surcharge to recover the hauling costs incurred 

by PWC, pursuant to a Water Augmentation Surcharge tariff. (Id.) 

6. As described by Mr. Williamson, the Cragin Pipeline project is being spearheaded by 

Payson to bring water to the Town from SRP’s Cragin Reservoir, which is located approximately 25 

miles northeast of Payson. (Id.) He stated that the pipeline route, as well as the Town’s new water 

Mr. Williamson is also affiliated with Pivotal Utility Management, LLC (“Pivotal”), which operates ten water and 
wastewater utilities, eight of which are located in Arizona. (Id.) 

5 74175 DECISION NO. 
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treatment system, are located “literally across the street fiom Mesa del Caballo.” (Id. at 5.)  Mr. 

Williamson indicated that PWC’s agreement with the Town and SRP would allow the Company to 

interconnect to the Cragin Pipeline and give PWC up to 72 acre-feet of renewable water per year. 

(Id.) 

7. According to Mr. Williamson, he met with representatives of Payson shortly after he 

purchased PWC to discuss the Cragin Pipeline. He testified that although the full pipeline is not 

expected to be completed until September 2016, PWC was informed that the Town had changed its 

plans and “decided to build the section of the pipeline that runs from the current Town water 

distribution system to Mesa del Caballo (about 3.5 miles) now.” (Id.) Mr. Williamson stated that, 

according to the Town’s engineers, although the Cragin Pipeline is designed to bring water from the 

reservoir to Payson when it is completed, in the meantime the pipeline could function in the opposite 

direction to deliver water from Payson’s storage facilities to Mesa del Caballo. He indicated that the 

Town is hoping that PWC will build this first phase of the interconnection to bring water from the 

Town to Mesa del Caballo by May 201 4. (Id.) Mr. Williamson indicated that such an interconnection 

would enable PWC to avoid the hauling surcharges over the next two summers in advance of 

completion of the full pipeline project, and thereby save Mesa del Caballo customers fiom the 

substantial costs associated with hauling water by trucks. (Id.) 

8. Mr. Williamson further explained that there are two segments to construction of this 

initial “TOP-MDC” (ie., Town of Payson - Mesa del Caballo) line. The f is t  section is being 

constructed by the Town to connect its distribution system to its treatment plant, located adjacent to 

Mesa del Caballo; and the second section, which would be built by PWC, would be comprised of a 

pipeline crossing Houston Mesa Road fkom the termination of the Town’s line to the Mesa del 

Caballo system’s main storage facilities. (Id. at 6.) Mr. Williamson claimed that construction of the 

Company’s portion of the line would take between 8 and 12 weeks. (Id.) 

9. Mr. Williamson stated that the Company has a pre-authorization fkom WIFA for the 

financing of PWC’s portion of the Cragin Pipeline project ($1,238,000)’ but that an initial $275,000 

of the financing would be drawn down in a first phase so that PWC could take advantage of the 

opportunity offered by the Town to avoid water hauling as early as next surnmer. (Id. at 7.) He 
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indicated that JW Water purchased PWC with the expectation that the Cragin Pipeline project would 

>e financed through a WIFA loan, and the Company does not currently have adequate earnings to 

finance the pipeline without such a loan. (Id. at 8.) 

10. In its Staff Report filed on September 18, 2013, Staff recommended approval of 

PWC’s expedited request to borrow up to $275,000 from WIFA for the purpose of financing the 

TOP-MDC pipeline, subject to certain conditions. 

11. In the Staff Report, Staff discussed the history of the Mesa del Caballo system and the 

hstration experienced by customers with the water augmentation surcharges during the summer 

months. (Ex. S-2, at 2.) Staff attached redacted customer bills showing, for example, that one 

xistomer’s bill was $131.86 for usage of 4,460 gallons in June 2013, of which approximately 75 

percent was attributable to the augmentation surcharge. (Id. at 1.) Staff pointed out that it has 

processed several informal complaints from MDC customers related to the surcharge, and Staff 

believes that expedited approval of the Phase 1 financing request is justified because it will mitigate 

much of the burden experienced by Mesa del Caballo customers during the summer months. (Id. at 1- 

2.) 

12. S t a r s  Engineering Report found the estimated Phase 1 costs of building the TOP- 

MDC pipeline (approximately $275,000) to be “reasonable and appropriate,” although Staff stated 

that no ‘’used and usefbl” determination of the proposed plant items was made, and no inference 

should be drawn regarding future ratemaking treatment of the pipeline facilities. (Ex. S-2, Eng. Rep. 

at 2.) Staff stated that in order to enable PWC to demonstrate the necessary financial capability to 

support the $275,000 WIFA loan, a new WIFA loan surcharge should be approved for the Company. 

Staffs analysis of the Phase 1 portion of the financing request resulted in a recommendation that the 

Phase 1 surcharge should be set at a level that would enable the Company to recover the monthly 

payments of principal, interest and fees, and the debt service reserve required by WIFA (20 percent 

of the loan). (Ex. S-2, at 2.) Staff further recommended that PWC be required to keep the loan 

surcharge proceeds in a segregated account to be used solely for making payments on the WIFA loan. 
_. - - - . - . .. __ . - . - 

(Id.) 
13. Addressing the need for expedited consideration of the Phase 1 request, Staff stated 

7 . . . - -  
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hat in order for PWC to receive financing from WIFA by the end of the year, the Company must 

submit its loan application by October 25,2013. According to Staff, WIFA has advised that PWC’s 

financial capability would be enhanced if the Commission would commit to completing the 

2ompany’s permanent rate case by the end of 2014, and provide rates sufficient to achieve a DSC of 

1.2 or greater. (Id. at 3.) Staff also recommends approval of a purchased water adjustor for PWC, on 

in interim basis in Phase 1, to enable the Company to recover the cost of water purchased from the 

rown of Payson through the proposed pipeline. (Id.) Staffs proposed purchased water adjustor is 

ittached to the Staff Report. 

14. Because the Commission is being asked in Phase 1 to approve a WIFA loan surcharge 

md purchased water adjustor surcharge mechanism prior to a decision in PWC’s permanent rate case, 

he parties were directed in the September 10, 2013, Procedural Order to “address [in Phase 11 the 

-equirements for granting interim rate relief under Arizona law.” (September 10, 2013, Procedural 

>der, at 3.) Citing Scates v. Arizona Corporation Comm’n, 118 Ariz. 531, 578 P.2d 612 (App. 

1978), Staff defined interim rates as “rates charged by a utility for services or products pending the 

:stablishment of a permanent rate, in emergency situations or where a bond is posted that guarantees 

t refund to consumers for any excess paid by] them prior to the Commission’s final determination.” 

:Ex. S-2, at 3.) Staff stated that the conditions generally necessary for the imposition of interim, 

mergency rates include: a sudden change that causes hardship to a compan~ company insolvency; 

md where a company’s ability to maintain service (pending a determination of permanent rates) is in 

serious doubt. (Id., citing Arizona Attorney General Opinion No. 71-17 (1971).) 

15. Staff asserts that approval of interim rates, through the WIFA loan surcharge and 

wchased water adjustor, is justified in this case given the substantial rate increases experienced by 

Mesa del Caballo customers over the last two summers associated with water hauling. (Ex. S-2, at 3.) 

I’he Commission approved the water augmentation surcharge in Decision No. 71902 because of 

74175 
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~hronic summer shortages in the MDC system and demand that exceeds the Company’s well 

capacity. (Decision No. 71902 (September 28, 2010), at 10.) Therefore, according to Staff, the 

Dpportunity to mitigate the burden on ratepayers prior to next summer “is an exigent circumstance 

that warrants the extraordinary relief requested by the Company and supported by Staff.” (Ex. S-2, at 

3.) Staff points out that the interim rate safeguards will be observed in this Phase 1 proceeding 

because, if Staffs recommendations are adopted: PWC currently has a permanent rate case pending; 

the proposed surcharge will be reviewed in the permanent rate case proceeding; and the Company 

will be required to post a $10,000 bond, which Staff claims represents approximately 6 months of 

PWC’s revenues. (Id. at 4.) 

16. With respect to the proposed Phase 1 WIFA loan surcharge, Staff indicated that it 

should be applied only to Mesa del Caballo customers because the TOP-MDC pipeline, and 

dimination of the Water Augmentation Surcharge, would primarily benefit those custom&. (I. .)  

According to Staff, the proposed Phase 1 $275,000 WIFA loan will have a 20-year term, with a 4.99 

percent interest rate. The monthly payments are estimated to be $1,815, or $21,779 mually, which 

includes a provision for income taxes and a debt reserve deposit, as required by WIFA. (Id.) As 

shown in Schedule CSB-1 of the Staff Report, the Phase 1 WIFA loan surcharge would be 

approximately $7.44 per month for customers in the Mesa del Caballo system. Staff recommends 

that PWC be authorized to begin collecting the surcharge in the first month following Commission 

approval of the Phase 1 WIFA loan. (Id.) The 111 list of Staffs recommendations is as follows: 

e Approval of the Company’s request to borrow up to $275,000 fiom 
WIFA for the purpose of financing the construction of a new water 
transmission line to connect its MDC system to the Tourli of Payson’s 
water system. 

e Approval of a WIFA Loan Surcharge mechanism that may result in a 
surcharge of $7.44 per month per MDC customer. 

RECISION NO. , , 74175 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

* 28 

DOCKET NO. W-03514A-13-0111 ET AL. 

The immediate elimination of the Emergency Interim Water 
Augmentation Surcharge Tariff (“Augmentation Tariff”) that is currently 
in effect for PWC’s MDC system. 

That the WIFA Loan Surcharge apply only to customers of the MDC 
system. 

That the amount of the WIFA Loan Surcharge be calculated based upon 
the actual amount of the WIFA loan and actual number of customers in 
the MDC system. 

That the Compiky file with the Commission a WIFA loan surcharge 
tariff that would enable the Company to meet its principal, interest, debt 
reserve, and tax obligations on the proposed WIFA loan. 

That the Company follow the same methodology presented on Schedule 
CSB-1 of the Staff Report to calculate the additional revenue needed to 
meet its principal, interest, debt reserve, and tax obligations on the 
proposed WIFA loan using actual loan amounts and customer counts. 

That the Company make a WIFA loan surcharge filing within 15 days of 
the loan closing. 

That the Company record the WIFA loan surcharge proceeds as 
Contributions in Aid of Construction (“CIAC”).’ 

That the Company place the WIFA loan surcharge proceeds in a 
segregated account, to be used only for making payments on the WIFA 
loan. 

That the Commission mrm in the Phase 1 Order its intent to process 
PWC’s pending rate case prior to the end of 2014, with a final Decision 
resulting in a debt service coverage (“DSC”) ratio of 1.2 or greater for 
the resulting WIFA loan approval. 

That the Commission approve a new Purchased Water Adjustor, which 
was included as an attachment to the Staff Report, to allow for the 
purchase of water fiom the Town of Payson. 

That the Company be required to post a bond or irrevocable letter of 
credit in the amount of $10,000 prior to the implementation of the WIFA 
Loan Surcharge and Purchased Water Adjustor Surcharge authorized in 
Phase 1. 

At the hearing, Staff witness Crystal Brown modified this condition to require that th 
only the debt reserve component of the loan proceeds as CIAC. (Tr. 113-1 14.) 

Company be required to record 

10 
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0 That the Company notify the MDC customers of the elimination of the 
Water Augmentation Surcharge and the creation of the WIFA Loan 
Surcharge and Purchased Water Adjustor by means of a bill insert in the 
next regularly scheduled billing after the Commission’s Decision in 
Phase 1 of this proceeding. (Ex. S-2, at 4-5.) 

17. In its responsive testimony, PWC agreed with most of the conditions recommended by 

Staff, with two exceptions. Mr. Williamson expressed concern with Staff’s recommendation to 

eliminate immediately the current Water Augmentation Surcharge tariff, and with Staffs 

recommendation that the Company be required to record the WIFA loan surcharge proceeds as 

contributions in aid of construction (“CIAC”). (Ex. A-2, at 3-5.) Instead of eliminating the 

augmentation tariff immediately, the Company suggested amending Staffs proposed purchased water 

tariff to allow water hauling surcharges to resume if water from the Cragin Pipeline became 

unavailable. (Id. at 5.)6 With the Company’s agreement to eliminate the augmentation tariff, and for 

deferral of the purchased water tariff to Phase 2, PWC’s only remaining dispute is with Staffs 

recommended accounting treatment of the loan proceeds. 

18. Although Staff modified its recommendation at the hearing to require that only the 

debt reserve portion of the WIFA loan be treated as CIAC, Company witness Bourassa testified that 

no part of the loan surcharge proceeds should be treated as CIAC. He stated that Staffs 

recommendation would “have the unintended consequence of depriving the Company of the ability to 
- 

fully recover its investment and its cost of capital on that investment in the future.’’ (Ex. A-3, at 3-4.) 

According to Mr. Bourassa, under Staffs recommendation, PWC’s rate base would be reduced by the 

amount recorded as CIAC, which would lead to lower earnings than are necessary to cover capital 

costs and to lower depreciation recovery. (Id. at 4.) 

... 
_____ 

During the hearing, PWC agreed with Staffs recommendation to eliminate immediately the Water Augmentation 
Surcharge tariff, subject to having the ability to request relief from the Commission in the event of an emergency that 
arises prior to completion of the TOP-MDC pipeline. The Company also agreed that a decision regarding Staff’s 
purchased water surcharge tariff could be delayed until the permanent rate case proceeding (Phase 2). (Tr. 145-146.) 

74175 11 DECISION NO. 
I I _ .  ...i_ - -  - -_  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

, .  

DOCKET NO. W-03514A-13-0111 ET AL. 

Discussion and Resolution 

19. We have undertaken an expedited consideration of Phase 1 of PWC's Finance 

4pplication at the request of both the Company and Staff, due to the unique opportunity that was 

xesented to PWC by the Town of Payson regarding the availability of an interconnection with the 

rown's system that could reduce substantially the summer water bills for customers located in Mesa 

iel Caballo. In undertaking this Phase 1 review, we wish to make clear that we are not making any 

ietamination as to the future used and usefulness or ratemaking treatment for the proposed TOP- 

LlDC pipeline. Rather, as is the case in all financing applications, we are considering only the 

-easonableness of the loan request in the context of whether it: is for l a m  purposes, within the 

clompany's corporate powers, and is able to be repaid under reasonable terms and conditions. 

20. In its Staff Report, Staff calculated the cost of the $275,000 Phase 1 loan request, 

ncluding interest, taxes, and WIFA's debt reserve requirement, and determined that Mesa del 

2aballo customers would be required to pay a monthly surcharge of approximately $7.44 for the 

'hase 1 interconnection with Payson's system. Since this initial interconnection would need to be 

wilt as part of the overall Cragin Pipeline project, the Phase 1 interconnection represents an 

:xpedited partial element of the planned construction costs. The remainder of PWC's Finance 

4pplication will be considered as part of the consolidated ratelfinancing proceeding that is scheduled 

'or hearing in January 2014, and we make no conclusions regarding those matters at this time. 

21. The following statutes provide guidance regarding the Commission's review of 

inancing applications: 

A.R.S $40-285(A) provides, in relevant part: 

A public service corporation shall not sell, lease, assign, mortgage or 
otherwise dispose of or encumber the whole or any part of its railroad, 
line, plant, or system necessary or usefbl in the performance of its duties 
to the public, or any fianchise or permit or any right thereunder, nor shall 
such corporation merge such system or any part thereof with any other 
public service corporation without first having secured fkom the 

74175 12 DECISION NO. . .. 
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commission an order authorizing it to do so. 

A.R.S. §40-302(A) provides, in part, that: 

Before a public service corporation issues stocks and stock certificates, 
bonds, notes and other evidences of indebtedness, it shall first secure fkom 
the commission an order authorizing such issue and stating the amount 
thereof, the purposes to which the issue or proceeds thereof are to be 
applied, and that, in the opinion of the commission, the issue is reasonably 
necessary or appropriate €or the purposes specified in the order.. .and that, 
except as otherwise permitted in the order, such purposes are not, wholly 
or in part, reasonably chargeable to operative expenses or to income. 

Based on our review of the facts and circumstances presented in this limited Phase 1 22. 

financing request, we find that that the application satisfies these standards because: PWC reasonably 

ieeds approval of the financing to pursue the project; the TOP-MDC interconnection is for a lawful 

mpose, is within the Company’s corporate powers, and is a proper function of a public water utility; 

financing of the Phase 1 project is within PWC’s proper performance as a public service corporation, 

:specially given the Commission’s prior admonishments to the Company to seek additional water 

sources and the current imposition of augmentation surcharges imposed on MDC customers; and the 

xoject will not impair PWC’s ability to serve its customers. Given these factors, we conclude that 

he proposed Phase 1 financing arrangement is in the public interest and should be approved. 

23. In reaching this conclusion we agree with the Company and Staff that the issues 

presented for our review are relatively narrow. Consistent with a long line of decisions addressing 

hancing applications, our review of such requests is generally limited to a determination of whether 

the requested financing is for a lawful purpose, consistent with sound financial practices, compatible 

with the public interest and the applicant’s proper performance as a public service corporation, and is 

within the applicant’s corporate powers; whether the applicant’s revenues are adequate to support its 

repayment obligations; and whether the financing will impair its ability to provide service to its 

customers. 

24. Because the Phase 1 finance request includes a recommendation for a loan surcharge, 

we must also consider whether the request satisfies the requirements for approval of interim rates. 

Based on the facts and circumstances presented, we find that the proposed Phase 1 WIFA loan 

Surcharge is in the public interest, and satisfies the interim rate requirements because: PWC has a 

. . -I - . <- . _. ... . 
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permanent rate case pending, as well as a financing application for the remainder of the Cragin 

Pipeline project; PWC will be required to post a $10,000 bond as a condition of surcharge approval, 

which would provide a guarantee for a refund to customers of any excess amounts paid by them prior 

to a final determination in the permanent rate case; and the financing and surcharge are essential to 

the Company’s ability to pursue, on an expedited basis, an immediate resolution to the substantial rate 

burdens experienced by Mesa del Caballo customers in recent years when, on an emergency basis, 

PWC has needed to haul water. We also note that the existing Water Augmentation Surcharge tariff 

will be replaced by a much less expensive WIFA loan surcharge tariff. Taken in their totality, we 

believe Staffs recommended conditions (subject to the modification discussed below) satisfy the 

necessary elements for the Phase 1 financing approval and associated WIFA loan surcharge. 

25. The only remaining disputed issue between PWC and Staff involves the accounting 

treatment to be accorded the Phase 1 loan surcharge proceeds. As described above, Staff 

recommends that the debt reserve portion of the WIFA loan proceeds be recorded as CIAC, while 

PWC contends that no part of those surcharge proceeds should be treated as CIAC. We believe that a 

different accounting treatment is appropriate in this instance that will still give recognition to the 

customer contribution aspect of the debt reserve funds. 

26. The normal components of a company’s cost of service are capital investment costs, 

operating and maintenance expenses, depreciation expense, and taxes. However, because the debt 

service reserve funds that will be paid by customers through the surcharge (due to WIFA’s 

requirement) are not an element of PWC’s cost of service, those monies are not revenues available for 

the benefit of the Company. Rather, the monies paid by customers that are attributable to the debt 

reserve portion of the WIFA loan surcharge represent advances by customers to which they are 

entitled to receive recognition through a refund, amortization against expenses, or other 

compensation, as may be determined by the Commission in the future. We will therefore, in 

accordance with the National Association of Regulatory Utility Commissioners Uniform System of 

Accounts (“NARUC USoA”) Account No. 253, direct PWC to track and separately record as a 

regulatory liability, the surcharge proceeds associated with the debt service reserve fund. PWC 

should maintain an accurate balance of the regulatory liability until its obligation to ratepayers is 
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mmpletely satisfied. 

CONCLUSIONS OF LAW 

1. PWC is a public service corporation within the meaning of Article X V  of the Arizona 

Constitution and A.R.S. $0 40-250,40-285,40-301,40-302, and 40-303. 

2. The Commission has jurisdiction over PWC and of the subject matter of the Rate and 

Finance Applications. 

3. Notice of the Rate and Finance Applications was given in accordance with the 

September 10,201 3 Procedural Order, the Commission's rules, and Arizona law. 

4. The authorizations granted herein are for lawl l  purposes which are within the 

mrporate powers of PWC, are compatible with the public interest, with sound financial practices, and 

with the proper performance by PWC of service as a public service corporation, and will not impair 

"C's ability to perform that service. 

5. 

3qoses.  

The authorizations granted herein are reasonably necessary or appropriate for the 

6. The interim rates represented by the Phase 1 WIFA loan surcharge are reasonable and 

a the public interest because PWC has a pending permanent rate case pending, as well as a financing 

tpplication for the remainder of the Cragin Pipeline project; PWC will be required to post a $10,000 

)and as a condition of surcharge approval, which would provide a guarantee for a refund to 

mtomers of any excess amounts paid by them prior to a final determination in the permanent rate 

:=e; and the financing and surcharge are essential to the Company's ability to pursue, on an 

2xpedited basis, an immediate resolution to the substantial rate burdens experienced by Mesa del 

claballo customers in recent years when PWC has needed to haul water. 

ORDER 

IT IS THEREFORE ORDERED that Payson Water Co., Inc. is hereby authorized to borrow 

~p to $275,000 fiom WIFA, under the terms and conditions set forth in the Staff Report, as modified, 

Cor the purpose of financing the construction of a new water transmission line to connect its Mesa del 

Zaballo system to the Town of Payson's water system. 

IT IS FURTHER ORDERED that such finance authority shall be expressly contingent upon 

74175 
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Payson Water Co., Inc.’s use of the proceeds for the purposes stated in its Phase 1 financing request 

and approved herein. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. may engage in any transaction and 

to execute any documents necessary to effectuate the authorizations granted herein. 

IT IS FURTHER ORDERED that approval of the financing set forth herein does not 

constitute or imply approval or disapproval by the Commission of any particular expenditure of the 

proceeds derived thereby for purposes of establishing just and reasonable rates. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall provide the Utilities Division 

Compliance Section a copy of any loan documents executed pursuant to the authorizations granted 

herein, within 30 days of the execution of the loan, and shall file with Docket Control, as a 

compliance item in this Docket, a letter verifying that such documents have been provided to the 

Utilities Division. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall be authorized to implement a 

WIFA loan surcharge mechanism for its Mesa del Caballo system based on the same methodology 

presented on Schedule CSB-1 of the Staff Report to calculate the additional revenue needed to meet 

its principal, interest, debt reserve, and tax obligations on the proposed WIFA loan using actual loan 

amounts and customer counts. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall make the WIFA loan 

surcharge filing within 15 days of the Phase 1 loan closing. The surcharge shall apply only to 

customers of the Mesa del Caballo system and shall be calculated based upon the actual amount of 

the WIFA loan and actual number of customers in the Mesa del Caballo system. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall file within 15 days of closing 

of the Phase 1 WIFA loan authorized herein, an application for elimination of the Emergency Interim 

Water Augmentation Surcharge Tariff that is currently in effect for PWC’s Mesa del Caballo system. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall notify the Mesa del Caballo 

customers of the elimination of the Water Augmentation Surcharge and the creation of the WIFA 

loan surcharge by means of a bill insert in the next regularly scheduled billing after the effective date 

of this Decision, in a form and manner acceptable to Staff. 
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IT IS FURTHER ORDERED that Payson Water Co., Inc. shall, pursuant to NARUC USoA 

Account No. 253, track and separately record as a regulatory liability the surcharge proceeds 

associated with the debt service reserve fund. PWC should maintain an a m a t e  balance of the 

regulatory liability until its obligation to ratepayers is completely satisfied. 

IT IS FURTHER ORDERED that Payson Water Co., Inc. shall place the WIFA loan 

surcharge proceeds in a segregated account, to be used only for making payments on the WIFA loan. 
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IT IS FURTHER ORDERED that Payson Water Co., Inc. shall be required to post a bond or 

rrevocable sight draft letter of credit in the amount of $10,000 prior to the implementation of the 

’hase 1 WIFA loan surcharge, in a form acceptable to Staff. The original Performance Bond or 

Letter of Credit shall be submitted to the Commission’s Business Office, with copies of the Bond or 

Letter filed with Docket Control, as a compliance item in this docket, within 30 days of the effective 

late of this Decision. The Commission may use the Performance Bond or Letter of Credit funds, as 

ippropriate, to protect the Company’s customers and the public interest and take any and all actions 

he Commission deems necessary, in its discretion. The Performance Bonds or Letters of Credit shall 

)e maintained and copies of the same filed annually on the anniversary date of the initial filing until 

brther Order of the Commission or ten years have passed, whichever is sooner, at which time the 

Performance Bond or Letter of Credit requirement may be terminated upon approval of the 

Zompany’s application for termination. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

F THE ARIZONA CORPORATIO 

/ 

IN WITNESS WHEREOF, I, JODI JERICH, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this 7 9  dayof 2013. 

DISSENT 

DISSENT 
DDN:dp 
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BEFORE THE ARIZONA CORPORATION CO, ._._____-_. 

COMMISSIONERS Arizona Corporafion Commission 

KRISTIN K. MAYES, Chairman 
GARY PIERCE 
PAULNEWMAN 
SANDRAD. KENNEDY 
BOB STUMP 

DOCKETED 
SEP 243 2010 

DOCKETED UY 

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-03514A-10-0116 
PAYSON WATER COMPANY ON BEHALF 
OF ITS MESA DEL CABkLLO SYSTEM FOR 
APPROVAL OF A WATER AUGMENTATION 
SURCmGEEMERGENCY RATE TARIFF. 

OF PAYSON WATER COMPANY’S PROPOSED 
CHANGES TO ITS CURTAILMENT TARIFF DECISION NO.: 71902 
(MESA DEL CABALLO SYSTEM). 

DATE OF PRE-HEARING CONFERENCE: May 17,2010 

3ATE OF HEARING: May 18,2010 

IN THE MATTER OF THE NOTICE OF FILING DOCKET NO. W-03514A-10-0117 

OPINION AND ORDER 

PLACE OF HEARING: Phoenix, Arizona 

4DMINISTRATIVE LAW JUDGE: Marc E. Stern 

4PPEARANCES : Mr. Patrick J. Black, FENNEMORE CRAIG, on 
behalf of Payson Water Company; 

Mr. Randy Norman, Co-chairman, Mesa Del 
Caballo Water Committee, Intervenor; and 

Ms. Kimberly Ruht, Staff Attorney, Legal 
Division, on behalf of the Utilities Division of 
the Arizona Corporation Commission. 

BY THE COMMISSION: 

On March 31, 2010, Payson Water Company (“PWC,” “Applicant,” or “Company”) 

m behalf of its Mesa Del Caballo System (“MDC”) filed with the Arizona Corporation Commission 

((‘Commission’’) an application for the emergency implementation of a water augmentation surcharge 

3r emergency rate tariff due to water shortages on its MDC System. The Company claims that it can 

no longer augment the water supply for its MDC System and asserts that, in 2009, the Company 

3bsorbed $59,137 in water hauling costs for the MDC System. The Company seeks a monthly water 

3:Warc\Water\2010\1001 l6o&o.doc 1 
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augmentation surcharge/emergency rate tariff to be charged per 1,000 gallons of water for customers 

on the MDC System in order to offset the Company’s costs for hauling water. The Company is 

investigating two options to solve its water shortages on the MDC System by either drilling a new 

deep well to serve the MDC System or by connecting the MDC System to the fbture C.C. Cragin 

Reservoir water pipeline that will serve the Tomof  Payson (“Town”) water system in the fbture. 

The Company, concurrently with the aforementioned application, also filed a request for 

Commission approval of proposed revisions to its Curtailment Tariff solely for its MDC System. The 

Company indicated that the proposed revisions to its Curtailment Tariff are not to go into effect 

unless the Commission approves the implementation of the emergency water augmentation surcharge 

requested herein. 

On April 5,2010, the Company filed a Motion to Consolidate (“Motion”) the above-captioned 

applications because the two matters are interrelated and could best be addressed by the Commission 

in one proceeding. There were no objections filed to the Company’s Motion. 

On April 22, 2010, by Procedupl Order, the proceedings were consolidated and a hearing 

scheduled for May 18, 2010, to determine if an emergency existed pursuant to Attorney General 

Opinion No. 7 1-1 7 and whether a water augmentation surcharge/emergency rate should be approved. 

It was also ordered that public notice be given of the pending application, the hearing, the right to 

intervene and the proposed amount of the surcharge. 

On April 28,2010, the Mesa Del Water Committee (“MDWC”) filed a Motion to Intervene. 

On April 30,2010, by Procedural Order, MDWC was granted intervention. 

On May 14,20 10, the Company filed certification that it had provided public notice pursuant 

to the Commissioa’s April 22,2010, Procedural Order. 

On May 18, 2010, a 111 public hearing was held at the Commission’s offices in Phoenix, 

Arizona. The Company and Staff appeared with counsel. MDWC appeared and was represented by 

its co-chairman. A customer of the Company appeared and gave public comment. Subsequently, it 

was determined that although public notice had been given of the proceeding by the Company, the 

proposed level of the surcharge was not disclosed to its customers. The presiding Administrative 

Law Judge (“ALJ’) indicated that the record would remain open and directed Applicant to re-notice 
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customers on the MDC system of the proceeding, their right to intervene, the level of the proposed 

surcharge and that the hearing could be re-opened for the taking of additional evidence, if sufficient 

reason existed. 

On May 28,2010, the Company, after meeting with Staff, filed a proposed form of notice to 

be approved by the presiding ALJ prior to its publication and mailing to re-notice customers of the 

proceeding. 

On June 2,2010, by Procedural Order, the Company was ordered to provide additional notice 

to its customers on the MDC System by both publication and hy mailing notice to each customer of 

the system on or before June 11,2010, in accordance with the approved form of notice set forth in the 

June 2,2010, Procedural Order. Pursuant to the Procedural Order, persons or entities affected by the 

proceeding had until June 25,2010, to file for intervention. 

Additionally, on June 2, 2010, the Company filed notice of the filing of a late-filed exhibit 

which consisted of revisions to the proposed changes to the Curtailment Tariff for the Company’s 

MDC System in a form agreed upon between the parties who were in attendance at the hearing on 

May 18,2010. The revisions address Staffs concerns with respect to indoor usage and conservation 

by customers. 

On June 4, 2010, Staff filed what was captioned “staffs Notice of No Objection” to the 

revised Curtailment Tariff which had been late-filed by the Company. Therein, StafT indicated that it 

had no objections to the revised Curtailment Tariff filed subsequent to the hearing. 

On June 18,2010, the Company filed certification that it had provided public notice by both 

publication and by mailing to its customers on the MDC System of the approved form of notice as set 

forth in the Commission’s June 2,2010, Procedural Order. Subsequent t~ the supplemental notice by 

the Company, the Commission has received a number of comments from customers of the MDC 

System voicing their concerns. The Commission has not received any further requests for 

intervention or to re-open the hearing in the proceeding. 

On July 9,2010, by Procedural Order, the record in the proceeding was closed and the matter 

taken under advisement pending submission of a Recommended Opinion and Order to the 

Commission. 
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* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. Pursuant to authority granted by the Commission, the Company provides water service 

to an area in the vicinity of Payson, Arizona. 

2. The Company’s present rates and charges were approved by the Commission in 

Decision No. 62401 (March 28,2000). 

3. MDC is one of nine independent water systems operated by PWC in Gila County and 

has approximately 370 service connections on the MDC System. 

4. On May 5, 2005, the Commission issued Decision No. 67819 and denied a previous 

application by PWC for a water augmentation surcharge tariff for all of its systems. However, in 

Decision No. 67821, the Commission approved a Curtailment Plan Tariff for all of Applicant’s 

systems. Decision No. 67821 further authorized the Company under Stages 3, 4 and 5 of its 

Curtailment Tariff to disconnect customers who did not conserve water and to impose financial 

penalties for reconnection to enforce mandatory conservation of water when more stringent measures 

were in effect. 

5.  The Commission denied the previous application by PWC for approval of a water 

augmentation surcharge tariff because it concluded that the requested surcharge was not revenue 

neutral and could only be considered in the context of a rate case filing. 

6.  On March 31,2010, the Company filed on behalf of its MCD System an application 

€or the emergency implementation of a water augmentation surcharge/emergency rate tariff due to 

water shortages on its MDC System. Additionally, the Company filed a request for the 

Commission’s approval of proposed changes to its Curtailment Tariff solely for its MDC System and 

increased enforcement penalties for Stages 3,4  and 5 during a curtailment. 

7. In its application for the emergency implementation of a water augmentation 

surcharge, the Company alleged that it could no longer afford to pay for bulk water purchases and 

water hauling for its MDC System and stated that, in 2009, the Company absorbed $59,137 in water 
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iauling costs for this system. 

8. The Company is seeking a monthly surcharge which would recover the water hauling 

:osts based on a customer’s water usage in the previous month per 1,000 gallons. The period that the 

,urcharge could be imposed is to run during the peak summer months fkom May lSf through 

kptember 30th. 

9. On May 10,2010, Staff, after conducting an investigation of the Company’s proposed 

vater augmentation surcharge and the proposed changes to its Curtailment Tariff, recommended 

ipproval of the water augmentation surcharge tariff on an interim basis until permanent rate relief is 

?anted by the Commission. Staff further recommended that the Company’s proposed changes to its 

D C  System Curtailment Tariff be approved subject to Staffs amendments. 

10. On May 14 and June 18, 2010, the Company filed certification that it had provided 

iotice of the above-captioned proceedings consistent with the Commission’s Procedural Orders. 

. 1 1. According to Myn& Brogdon, the Company’s Customer Relations Representative, 

ClIDWC was established by members of the El Caballo Club, which is a club for residents of the 

desa Del Caballo subdivision, and is located in the MDC service area. The MDWC actively sought 

)ut Ms. Brogdon and Mr. Robert Hardcastle, the Company’s president, in the fall of 2009 to address 

he problems related to water shortages on the MDC System. 
’ 

12. The MDWC played an active part in the preparation of the changes proposed for the 

Jurtailment Plan Tariff for the MDC System. 

13. In order to inform customers on the MDC System of the proposed emergency 

augmentation surcharge and the changes to the Company’s Curtailment Tariff for the MDC System, 

he Company held four meetings with customers on April 8 and 10,201 0. 

14. During these meetings, discussions were held to inform the customers of what it 

would cost the Company to haul water in the event of water shortages. 

15. According to Ms. Brogdon, the Company will be able to augment its water supply 

with water purchased fiom the Town for approximately seven dollars per 1,000 gallons and the Town 
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has agreed to supply up to 86,400 gallons of water per day, if needed on a temporary basis.’ 

16. Ms. Brogdon termed the augmentation surcharge to be a revenue neutrdpass-through 

cost. 

17. In support of its request herein, the Company submitted a petition signed by 96 

residents who are customers of the MDC System and who support the Company’s efforts to develop 

additional water supplies? 

18. The co-chairman of the MDWC, Mr. Randy Norman, testified in support of the 

He believes that the customers of the MDC System -Company’s requests in this proceeding. 

overwhelmingly support the idea of water being available at a higher price if it has to be hauled. 

19. Mr. Robert Hardcastle, the President of the Company and its parent, Brooke Utilities, 

testified that the Company experienced difficulties during the summer of 2009 and water hauling 

became necessary costing the Company $59,137. 

20. According to Mr. Hardcastle, the Company cannot continue. to absorb excessive 

expenses due to the cost of water hauling for the MDC System. 

21. Mr. Hardcastle related that the Company’s best long-term option is to construct an 

interconnection in the Vicinity of the Mesa Del Caballo subdivision with the pipeline fiom the C.C. 

Cragin Reservoir which it is anticipated will be constructed sometime between 2013 and 2015 to 

provide water to the Town. 

22. In terms of a short-term solution, the MDWC and the Company resolved that hauling 

water funded by the augmentation surcharge and educating the Company’s customers to conserve 

their water usage were the best short-term solutions. 

23. Mr. Hardcastle is requesting that the surcharge coincide with the summer season from 

the beginning of May through September. He further requested that the implementation of the 

surcharge be made retroactive to May 1,2010. 

24. Mr. Hardcastle further related that the Company did not file its application for the 

’ Due to the MDC System’s proximity to the Town, the Company anticipates that water hauling costs will be reduced this 
year over the costs previously incurred primarily due to the short distance and time required for hauling water. 
* After the re-notification of the proceeding to customers on the MDC System, two residents’ names were removed by the 
Company at their request. 
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;urcharge until March 31, 2010, because the Company wished to work with the MDWC and this 

mequired a number of meetings and discussions in order to come up With a plan upon which the 

iarties agreed. 

25. According to Mr. Hardcastle, MDWC was actively involved in the preparation, review 

md drafting ofthe Company’s proposed revisions to its Curta3hent TarifY. 

26. Although the Company had proposed changes to the original Curtailment Tariff 

tpproved in Decision No. 67821 which were more stringent than those originally approvedby the 

:ommission, after meeting and working with Staff and MDWC after the hearing on June 2,201 0, the 

:ompany filed a late-filed exhibit which contains revisions to its proposed C d l m e n t  Tariff for its 

vlDC System, and which addresses the concerns raised by Staff in its report and discussed during the 

learing. A copy of the amended Curtailment Tariff is marked Exhibit “A,” attached hereto, and 

ncorporated herein by reference. 

27. The amended Curtailment Tariff for the MDC System that was filed by the Company 

ncorporates modifications and addresses the parties’ concerns as follows: 

e 

e 

e 

e 

Customers who use 4,000 gallons per month or less based on a 12-month 
rolling average are exempt from the mandatory reduction in daily use 
requirements triggered in Stages 3 ,4  or 5 of any curtailment. The purpose of 
this exemption is that customers using 4,000 gallons per month or less are 
more likely to have already utilized water conservation measures, and a further 
reduction in water use is likely to impact basic water needs. 

Specific prohibitions against indoor water use have been eliminated. This 
addresses Staffs concerns about mandatory reductions in basic water use 
needs for the continued health and safety of customers. 

The requirement that a customer must face automatic fines and penalties for 
violation of the Curtailment Tariff has been changed to provide the Company 
flexibility in determining whether such fines and penalties are warranted. This 
addresses Staffs concerns that a violation of the Curtailment Tariff might be 
the result of a water leak, or something else beyond the customer’s control, 
making an automatic assessment of fines and penalties unwarranted in certain 
circumstances. 

The definition of ‘daily use’ has been modified. Under the newly proposed 
language, percentage reductions (based on the applicable Stage) are taken from 
the higher of: (a) the immediately preceding month’s actual water 
consumption, or @) water consumption for the same month in any one of the 
two previous years for the same service location. This language was inserted to 
address Staffs concern over the possible confusion a customer might have 
over the ‘daily use’ calculation, as well as the potential inequity if applied to 
seasonal use customers. The example provided has also been clarified. 

7 DECISION NO. 71902 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1c 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-03514A-10-0116 ET AL. 

28. On June 4, 2010, Staff filed notice that it did not have any objections with the 

amended Curtailment Tariff as set forth in Exhibit “A” and filed by the Company on June 2,2010. 

29. The Company will monitor customers who are identified as high water users and will 

contact them to encourage them to conserve water in light of its proposed curtailment plan, since the 

Company understands that high water usage creates the need for water hauling and increases the cost 

€or all customers, not just excessive water users. 

30. According to Mr. Hardcastle, MDWC was instrumental in fashioning the proposed 

Curtailment Tariff for the MDC System and in determining the reconnection penalty fees in order to 

discourage customers fiom wasting water. 

31. Aside fiom the utilization of the Curtailment Tariff which will be used to encourage 

water conservation, the company also has explored another short-term plan which entails running an 

above-ground pipeline fiom a water source provided under agreement with the Town approximately 

1.5 miles away to interconnect with the MDC water system.. However, there are numerous problems 

with this proposal because the pipeline would have to be routed across lands which are controlled by 

the U.S. Forest Service, and this will require a number of studies to be completed taking one to two 

years to complete before construction could take place. 

32. If the above-ground pipeline is utilized in the future, the Company will rent the 

pipeline fiom a California company, Rain 4 Rent, at a cost of $9,000 per month for the five month 

water augmentation period for a total of $45,000. 

33. Additionally, the Company has looked into the drilling of a well, but it does not yet 

nave an understanding of the costs involved and what it would require from the Company in the form 

)fan investment and what it would ultimately cost customers. 

34. As of the date of the hearing in this proceeding, May 18,2010, the Company had not 

yet been required to purchase and haul water fiom the Town. 

35. In the past, the Company has collected a few fines from customers who have violated 

5e  Curtailment Tariff and deposited those monies into a segregated impound account for use in water 

:onservation and water development costs. Additionally, the Company does not oppose any funds 

;ollected from the MDC System’s customers as a penalty being deposited and applied to offset any 
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water augmentation costs incurred by the Company in order to reduce the amount of the monthly 

surcharge for all MDC System customers. 

36. According to the Staff Report filed on May 10, 2010, the Company’s proposed 

revisions to its existing Curtailment Tariff that will be used for the MDC System will not go into 

cffect unless the Commission approves the water augmentation surcharge/emergency tariff fbr the 

Company. 

37. With the adoption of Staffs recommended changes to the Company’s original 

proposal with respect to the revisions to its Curtailment Tariff for the MDC System, Staff is 

recommending approval of the revised Curtailment Tariff described in Exhibit “A.” 

38. Staff specifically recommended that the water consumption calculation of ‘‘daily use” 

in the Company’s initial proposal be excluded because Staff found it to be confusing and not easily 

understood. 

39. In the event that the Commission does not approve the revised Curtailment Tariff 

which was filed on June 2, 2010, Staff is recommending that the Company’s existing Curtailment 

Tariff be continued. 

40. Mr. Marlin Scott, a Staff engineer, testified that one of the short-term solutions for the 

MDC System, the 1.5 mile long above-ground interconnection with the Town’s water system, is 

similar to a situation,which previously existed between Arizona Water Company and the Golden 

Corridor Water Company near Casa Grande. 

41. Mr. Scott is familiar with the possible solution posed by the interconnection with the 

Town’s system once the C.C. Cragin pipeline is completed in several years, and the other proposed 

long-term project for the Company to dril-l a new deep well. However, Staff lacks sufficient 

information to form an opinion as to whether the drilling project is feasible. 

42. The primary reason Staff opposed the “daily use” calculation in the proposed 

Curtailment Tariff for the MDC System was because it could involve an implementation of a 

curtailment both outside the house, which is usually the case, and in this instance inside the house 

where a curtailment is not usually applied. 

43. According to Mr. Scott, the MDC System’s 105,000 gallons of storage capacity is 
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sufficient to serve only 305 connections, and this factor, coupled with the poor water production of 

the nine wells on the system, create the Company’s water shortages on the MDC System. 

44. The primary problem which the Company’s MDC System faces is its well capacities 

since the water production of the Company’s nine wells total 59 gallons a minute at peak capacity 

and fluctuate down to 19 gallons a minute when production slows. However, even when the wells 

are producing at maximum capacity, there is insufficient water available for the customers during the 

peak summer months and that is what causes the Company to have to haul water, as was the case last 

year. 

45. Mr. Darak Eaddy, Staff‘s accounting witness, believes that the Company’s proposal to 

make the water augmentation surcharge effective retroactively to May 1, 2010, would constitute 

retroactive rate making in violation of Arizona law. 

46. According to Mr. Eaddy, if the Company is required to haul all of its water for 

customer usage, a median user who used 3,621 gallons of water would see a 501.2 percent increase in 

his bill from $22.95 to $137.97. However, Mr. Eaddy pointed out that this is a worst case scenario 

and the amount of the proposed surcharge would depend on the availability of the Company’s own 

water pumped from its wells. 

47. As described in the Staff Report, if the proposed water augmentation surcharge had 

been in effect during the peak months of 2009, a typical customer would have experienced an 

increase of $16.50 for hauled water on their monthly bill. 

48. It is not possible for Staff to determine the financial impact of the proposed water 

augmentation surcharge on the Company’s customers because it will be based on a customer’s actual 

water usage and the amount of water which the Company is required to haul in any given month. 

49. The Company’s present rates for its MDC System were approved by the Commission 

in Decision No. 62401 (March 28,2000), which established a base rate of $16 a month for 5/8-inch x 

3/4-inch meter customers and an excess gallonage charge of $1.93 per 1,000 gallons for up to the first 

4,000 gallons of water usage, and $2.09 per 1,000 gallons in excess of 4,000 gallons. 

50. The Company is in compliance with prior Commission orders and has no outstanding 

compliance issues with the Commission’s Corporations Division. 
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51. Staff believes that the Company meets the requirements of Attorney General Opinion 

No. 71-17 to establish an interim emergency rate pending a formal rate determination. Based on the 

record, Staff is recommending that the Commission approve the Company’s application for a water 

augmentation surcharge tariff for its MDC System and amended Curtailment Tariff as set forth in 

Exhibit “A” which was filed by the Company on June 2,2010. Staff is additionally recommending 

the following: 

e 

e 

e 

0 

e 

e 

e 

e 

0 

that the water augmentation surcharge tariff not be applied retroactively; 

that the water augmentation surcharge tariff be interim, subject to refund, and 
only effective until permanent rate relief is granted by the Commission; 

that the water augmentation surcharge tariff rate be effective for a five-month 
period, fkom May 1 through September 30 of any calendar year; 

that the water augmentation surcharge tariff rate only be effective for the 
Company’s MDC System; 

that the water augmentation surcharge tariff rate solely cover documented 
expenses for hauling water to the Company’s MDC System; 

that the Company be ordered to file, within 30 days of the effective date of this 
Decision, a revised rate schedule reflecting the water augmentation surcharge 
tariff with the Commission’s Docket Control, as a compliance item in this 
docket; 

that the Company provide its customers a copy of the revised water 
augmentation surcharge tariff and its effsctive date, in a form acceptable to 
Staff, by means of an insert in the Company’s next regularly scheduled billing; 

that the Company file a full rate case within 12 months of the effmtive date of 
this Decision; 

that if the Company believes that it will need to incur debt in order to solve its 
water shortage problem, that it file a financing application concurrently with its 
rate application as ordered hereinabove; and 

that the Company be required to post a bond or irrevocable sight draft letter of 
credit in the amount of $60,000 to -ensure that there is sufficient money 
available to refund to customers if the Commission determines in the 
permanent rate case that the emergency surcharge was not needed or too large. 
However, should the Commission choose a minimal bond as it has in some 
recent emergency applications, StaiT recommends an ad&tional option of 
posting a cashier’s check with the Commission for a lower amount, e.g. $100. 
This option is recommended as the Company may be unable to obtain a bond 
or sight draft letter of credit. 

52. Following public notice of the proceeding for a second time, with respect to the water 

augmentation surcharge tariff and the proposed Curtailment Tariff, the Commission received a 

number of comments fiom customers of MDC expressing their concerns about the system, but none 
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requested intervention or requested that the proceeding be reconvened for the taking of additional 

evidence. As a result, the record was closed and the matter taken under advisement. 

53. Under the circumstances, we believe that the Company’s application for approval of 

an emergency water augmentation surcharge tariff and a revised Curtailment Tariff as set forth in 

Exhibit “A” should be approved in order to insure that the Company’s customers are able to be 

provided with an adequate s o m e  of water in the event shortages occur on the system prior to the 

Company developing a long-term solution to its water shortage problem. Additionally, we believe 

that the Company should be permitted to file a minimal bond in the form of a $100 cashier’s check. 

54. Because an allowance for the property tax expense of the Company is included in the 

Company’s rates and will be collected from its customers, the Commission seeks assurances fiom the 

Company that any taxes collected kern rate payers have been remitted to the appropriate taxing 

authority. It has come to the Commission’s attention that a number of company’s have been 

unwilling or unable to fulfill their obligation to pay the taxes that were collected fl-om rate payers, 

some for as many as 20 years. It is reasonable, therefore, that as a preventive measure the Company 

annually file, as part of its Annual Report, an affidavit with the Utilities Division attesting that the 

Company is current in paying its property taxes in Arizona. 

55. Since Mesa Del Caballo is outside of an Active Management Area, it will not be 

required to comply with the conservation goals and management practices of the Arizona Department 

~ of Water Resources (“ADW’). In light of the need to conserve groundwater in Arizona, we believe 

it is reasonable to require Mesa Del Caballo to address conservation and submit for Commission 

approval within 120 days of the effective date of this Decision, at least five Best Management 

Practices (“BMPs”) (as outlined in ADWR’s Modified Non-Per Capita Conservation Program). The 

BMPs shall generally follow the template contained on the Commission’s website. A maximum of 

I 
I 

two of these BMPs may come from the “Public awarenessRR or Education and Training” categories 

of the BMPs. The Company may request cost recovery of actual costs associated with the BMPs 

implemented in its next rate case. 

... 
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CONCLUSIONS OF LAW 

1. Applicant is a public service corporation within the meaning of Article XV of the 

hizona Constitution and A.R.S. $5 40-250 and 40-251. 

2. The Commission has jurisdiction over the Company and of the subject matter of the 

ipplication for approval of a water augmentation surcharge tariff and for approval of the Company’s 

xoposed revisions to its Curtailment Tariff for its MDC System. 

3. Notice of the application and revisions to the Company’s Curtailment Tariff was 

irovided in the manner prescribed by law. 

4. Applicant is facing an “emergency” within the definition set forth in Attorney General 

3pinion No. 71-17 as discussed herein. 

5. The standards for approval of a request for interim rate relief require an existence of 

m emergency; the posting of a bond or a sight draft letter of credit by the Company; and subsequent 

filing of a permanent rate application. 

6.  Approval of the Company’s application for interim rate relief, as described herein, is 

:onsistent with the Commission’s authority under the Arizona Constitution, rate making statutes, and 

applicable case law. 

7. The request for approval of an emergency water augmentation surcharge tariff for the 

five month period commencing May 1 and ending September 30 of each following year from the 

effective date of this Order is just and reasonable, under the specific facts presented in this case, and 

should be collected by means of a pass through of the cost of hauling water in the prior month for the 

Company based on a customer’s water usage during that month, subject to the Applicant complying 

with Findings of Fact Nos. 51 and 53 hereinabove. 

8. The Commission, having reviewed the request for approval of the revisions to the 

Company’s Curtailment Tariff, concludes that it is in the public interest to approve the revised 

Curtailment Plan Tariff as set forth in Exhibit “A” attached hereto. 

ORDER 

IT IS THEREFORE ORDERED that the application of Payson Water Company, Inc., for 
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approval of an emergency water augmentation surcharge tariff for its Mesa Del Caballo System, be, 

and is hereby, approved to the extent described herein. 

IT IS FURTHER ORDERED that the application of Payson Water Company, Inc., on behalf 

of its Mesa Del Caballo System, shall recover its water hauling expenses as discussed hereinabove by 

means of a water augmentation surcharge based on the prbr math’s cost of hauling water and based 

on a customer’s water usage during that month, but said authorization shall be conditioned upon 

Payson Water Company, Inc. complying with the requirements of Findings of Fact No. 5 1. 

IT IS FURTHER ORDERED that Payson Water Company, Inc. shall file an application for 

permanent rate relief no later than one year &om the effective date of this Decision. 

IT IS FURTHER ORDERED that the emergency water augmentation surcharge approved 

herein shall be interim and subject to r e h d  pending the review by Staff of the permanent rate 

application. 

IT IS FURTHER ORDERED that Payson Water Company, Inc., on behalf of its Mesa Del 

Caballo System shall, in a form approved by Staff, notify its customers by mail of the emergency 

interim water augmentation surcharge authorized herein and the prospective effective date of same at 

least 15 days before the expected date of its imposition. 

IT IS FURTHER ORDERED that Payson Water Company, Inc. shall post a bond in the form 

of a cashier’s check in the amount of $100. 

IT IS JWRTHER ORDERED that the emergency interim water augmentation surcharge shall 

end when a Commission Decision is issued regarding the Company’s permanent rate application. 

IT IS FURTER ORDERED that Payson Water Company, Inc. shall annudly file as part of 

its Annual Report an affidavit with the Utilities Division attesting that the Company is current in 

paying its property taxes. 

IT IS FURTHER ORDERED that Payson Water Company, Inc., on behalf of its Mesa Del 

Caballo System, is hereby authorized to implement the revised Curtailment Plan Tariff, a copy which 

is attached hereto as Exhibit “A.” 

IT IS FURTHER ORDERED that Payson Water Company, Inc., on behalf of its Mesa Del 

Caballo System, shall docket as a compliance item the revised Curtailment Plan Tariff as set forth in 
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Cxhibit “A” attached hereto within 30 days of the effective date of this Decision. 

IT IS FURTHER ORDEFED that Payson Water Company, Inc. on behalf of its Mesa Del 

:aballo System, submit for Commission consideration within 120 days of the effective date of this 

Iecision, at l e s t  five Best Management Practices (as outlined in Arizona Department of Water 

lesourm’ Modified Non-Per Capita Conservation Program). The Best Management Practices shall 

ienerally follow the template contained on the Commission’s website. A maximum of two of these 

3est Management Practices may come from the “Public awarenessPR” or “Education and Training” 

iategories of the Best Management Practices. Payson Water Company, he. on . .  behalf of its Mesa 

)el Caballo System may request cost recovery of actual costs associated with the Best Management 

’ractices implemented in its next rate case. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, ERNEST G. JOHNS 
Executive Director of the Arizona Corporation Commission, 
have hereunto set my hand and caused the official seal of the 
Commiss’ n to be affixed at the Capitol, in the City of Phoenix, 
this day o f w  ,2010. 

EXECUTIVE DIRECTOR 

DISSENT 

DISSENT 
MES:db 

I 
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TARIFF SCHEDULE 

Utility: Payson Water Company, Inc. 
Docket No. W-03514A-10-0117 Decision No.: 
Phone No.: Effective: 

Tariff Sheet No.: 1 of 8 

CURTAILMENT PLAN FOR PAYSON WATER CO., INC. 

ADEQ Public Water System: Mesa-Del Caballo (#04-030) 

APPLICABILITY 

Payson Water Company, Inc. (the “Company”) is authorized by the Arizona Corporation 
Commission to curtail water service to all customers within its certificated area under the terms 
and conditions listed in this tariff. As needed, this tariff will be implemented by the Company 
for customers of the Mesa del Caballo water system (“Water System”). 

The curtailment plan shall become part of the Arizona Department of Environmental 
Quality Emergency Operations Plan for the Company. 

The Company shall notify its customers of this new tariff as part of its next regularly 
scheduled billing after the effective date of the tariff or no later than sixty (60) days after the 
effective date of this tariff. 

For the purposes of this curtailment plan the term “Peak Season” shall be defined as the 
period from May 1 through September 30 annually. The term “Off-peak Season” shall be 
defined as all other periods not defined as Peak Season. 

The Company shall provide a copy of the curtailment tariff to any customer, upon 
request. 

EXEMPTIONS: Customers who use 4,000 gallons or less per month based on a twelve 
(1 2) month rolling average are exempt from the mandatory reduction in daily use requirements as 
outlined in Stage 3, Stage 4 and Stage 5 of this Tariff. This is because these customers are 
already leading a conservative water lifestyle, and mandatory percentage reductions will likely 
require the loss of use of water essential to health and safety. However, all other restrictions 
during mandatory conservation periods will still apply. 

STAGES 

Stage 1 Exists When: 

Water System’s storage level is 85% or more of capacity and there are no known 
problems with production or storage. 

DECISION NO. 71902 
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Utility: Payson Water Company, Inc. 
Docket No. W-03514A-10-0117 
Phone No.: 

DOCKET NO. W-035 14A- 10-0 1 1 6 ET AL. * 

TARIFF SCHEDULE 

Tariff Sheet No.: 2 of 8 
Decision No.: 
Effective: 

Restrictions: Under Stage 1 conditions the water system is deemed to be operating 
normally and no curtailment is necessary, except as follows: (a) no outside watering is permitted 
on Mondays; (b) outside water is permitted on Tuesdays, Thursdays, and- Saturdays for 
customers with street addresses ending with an odd number; (c) outside water is permitted on 
Wednesdays, Fridays, and Sundays for customers with street addresses ending with an even 
n u m k ,  (d) during the Peak Season outdoor watering using spray or any form of irrigation shall 
be conducted only during the hours of 8:OO p.m. and 12:OO Midnight, or during the hours of 3:OO 
a.m. and 7:OD a.m. 

Water Aumentation: Under Stage 1 conditions, no water augmentation is required. 

Notice: Under Stage 1 conditions, no notice is required. 

Stage 2 Exists When: 

Water System’s storage level is less than 85% of capacity but more than 70% of capacity 
for at least forty-eight (48) consecutive hours. Further, the Company has identified operational 
circumstances such as a steadily declining water table, increasing draw down threatening pump 
operations, or decreasing well production creating a reasonable belief that the Water System will 
be unable to meet anticipated sustained water demand. 

Restrictions: Under Stage 2 conditions voluntary conservation measures should be 
employed by customers to reduce water consumption by at least 20% as measured on a daily use 
basis. Further water use restrictions shall include: (a) no outside watering is permitted on 
Monday’s, Thursdays, and Fridays; (b) outside water is permitted on Tuesdays and Saturdays for 
customers with street addresses ending with an odd number; (c) outside water is permitted on 
Wednesdays and Sundays for customers with street addresses ending with an even number; (d) 
during the Peak Season outdoor watering using spray or airborne irrigation shall be conducted 
only during the hours of 8:OO p.m. and 12:OO Midnight, or during the hours of 3:OO a.m. and 7:OO 
a.m. 

Water Aumentation: Under Stage 2 conditions no water augmentation is required. 

Notice: Under Stage 2 conditions the Company is required to notify customers by (a) 
door-to-door delivery of written notices at each service address; or, (b) by changing local water 
conservation staging signs; or, (c) by means of electronic mail; or, (d) by means of any other 
reasonable means of notification of customers of the Water System; of the imposition of the 
Curtailment Tariff, the applicable Curtailment Stage, a general description of conditions leading 
to Stage 2 conditions, and a need to conserve water. 

DECISION NO. 71902 I 
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Stage 3 Exists When: 

Water System’s storage level is less than 70% of capacity but more .than 60% of capacity 
for at least twenty-four (24) consecutive hours. Further, the Company has identified-operational 
circumstances such as a steadily declining water table, increasing draw down threatening pump 
operations, or decreasing well production creating a reasonable belief that the Water System will 
be unable to meet anticipated sustained water demand. 

Restrictions: Under Stage 3 conditions mandatory conservation measures should be 
employed by customers to reduce water consumption; by at least 30% as measured on a daily use 
basis. Further water use restrictions shall include: (a) no outside watering is permitted on 
Mondays, Thursdays, and Fridays.; (b) outside water is permitted on Tuesdays and Saturdays for 
customers with street addresses ending with an odd number; (c) outside water is permitted on 
Wednesdays and Sundays for customers with street addresses ending with an even number; (d) 
during the Peak Season outdoor watering using spray or airborne irrigation shall be conducted 
only during the hours of 8:OO p.m. and 12:OO Midnight, or during the hours of 3:OO a.m. and 7:OO 
am. Under Stage 3 conditions the Company shall inform Customers of the Water System of the 
mandatory restriction to employ water conservation measures to reduce daily consumption by 
30%. Failure of customers to comply with this requirement may result in service disconnection 
as described by this Curtailment Plan. Under Stage 3 conditions, the following uses of water are 
strictly prohibited: (1) outdoor irrigation of lawns, trees, shrubs, or any plant life, except as 
otherwise provided herein; (2) washing of any vehicle; (3) use of water for dust control or 
outdoor cleaning uses; (4) use of outdoor drip irrigation or misting systems of any kind, except as 
otherwise provided herein, ( 5 )  use of water to fill swimming pools, spas, fountain, fish ponds, or 
ornamental water features; (6) all construction water; (7) restaurant or convenience store patrons 
shall be served water only on request; and, (8) any other water intensive activity. Under Stage 3 
conditions the Water System is prohibited from supplying water to any standpipe and the 
installation of new water meters and new service lines is prohibited. 

. 

Water Amentation: Under Stage 3 conditions the Company will undertake reasonable 
measures to augment its well production until such time that Stage 2 Conditions are achieved for 
forty-eight (48) consecutive hours. In all cases where the Company employs water augmentation 
the Water System’s Water Augmentation Surcharge shall become applicable. 

Notice: Under Stage 3 conditions the Company is required to notifj customers by (a) 
door-to-door delivery of written notices at each service address; or, (b) by changing local water 
conservation staging signs; or, (c) by means of electronic mail; or, (d) by means of any other 
reasonable meam of notification of customers of the Water System; of the imposition of the 
Curtailment Tariff, the applicable Curtailment Stage, a general description of conditions leading 
to Stage 3 conditions, and a need to conserve water. 
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Enforcement: Once the Company has properly provided notice of Stage 3 conditions, the 
failure of a customer to comply with this Curtailment Plan within twenty-four (24) hours of 
receiving notice of its violation of this Curtailment Plan may result in the immediate 
disconnection of service, without W e r  notice, in accordance with Arizona Administrative 
Code R14-2-410 (B)(l)(d). The reconnection fee for a violation of a Stage 3 curtailment notice 
shall be: 

First offense: $200 
Second offense: (see also Reconnection Fees Section) $350 
Third offense: $750 

If a customer believes their water service has been disconnected in error, the customer 
may contact the Commission’s Consumer Services Section at (800) 222-7000 to initiate further 
investigation. 

Stage 4 Exists When: I 
Water System’s storage level is less than 60% of capacity.but more than 50% of capacity 

for at least twenty-four (24) consecutive hours. Further, the Company has identified operational 
circumstances such as a steadily declining water table, increasing draw down threatening pump 
operations, or decreasing well production creating a reasonable belief that the Water System will 
be unable to meet anticipated sustained water demand. 

Restrictions: Under Stage 4 conditions mandatorv conservation measures should be 
employed by customers to reduce water consumption; by at least 40% as measured on a daily use 
basis. Further water use restrictions shall include: (a) no outside watering is permitted on 
Mondays, Thursdays, Fliidays, and Sundays; (b) outside watering is permitted on Tuesdays for 
customers with street addresses ending with an odd number; (c) outside water is permitted on 
Wednesdays for customers with street addresses ending with an even number; (d) during the 
Peak Season outdoor watering using spray or airborne irrigation shall be conducted only during 
the hours of 8:OO p.m. and 12:OO Midnight, or during the hours of 3:OO a.m. and 7:OO a.m. Under 
Stage 4 conditions the Company shall inform customers of the Water System’s mandatory 
restriction to employ water conservation measures to reduce d d y  water consumption by 40%. 
Failure of customers to comply With this requirement may result in service disconnection as 
described by this Curtailment Plan. Under Stage 4 conditions the following uses of water are 
strictly prohibited: (1) outdoor irrigation of lawns, trees, shrubs, or any plant life, except as 
otherwise provided herein; (2) washing of any vehicle; (3) use of water for dust control or 
outdoor cleaning uses; (4) use of outdoor drip irrigation or misting systems of any kind, except as 
otherwise provided herein; ( 5 )  use of water to fill swimming pools, spas, fountain, fish ponds, or 
ornamental water features; (6) all construction water; (7) restaurant or convenience store patrons 
shall be served water only on request; and, (8) any other water intensive activity. Under Stage 4 
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conditions the Water System is prohibited from supplying water to any standpipe and the 
installation of new water meters and new service lines is prohibited. 

Water Aumnentation: Under Stage 4 conditions the Company will undertake reasonable 
measures to augment its well production Until such time that Stage 3 conditions are achieved for 
forty-eight (48) consecutive hours. In all cases where the Company empfoys water augmentation 
the Water System’s Water Augmentation Surcharge shall become applicable. 

Notice: Under Stage 4 conditions the Company is required to notify customers by (a) 
door-to-door delivery of written notices at each service address; or, (b) by changing local water 
conservation staging signs; or, (c) by means of electronic mail; or, (d) by means of any other 
reasonable means of notification of customers of the Water System; of the imposition of the 
Curtailment Tariff, the applicable Curtailment Stage, a general description of conditions leading 
to Stage 4 conditions, and a need to conserve water. 

Enforcement: Once the Company has properly provided notice of Stage 4 conditions, the 
failure of a customer to comply with this Curtailment Plan within twenty-four (24) hours of 
receiving notice of its violation of this Curtailment Plan may result in the immediate 
disconnection of service, without fiuther notice, in accordance with Arizona Administrative 
Code R14-2-410 @)(l)(d). The reconnection fee for a violation of a Stage 4 curtailment notice 
shall be: 

First offense: $400 
Second offense: (see also Reconnection Fees Section) $750 
Third offense: $1,500 

If a customer believes their water service has been disconnected in error the customer 
may contact the Commission’s Consumer Services Section at (800) 222-7000 to initiate further 
investigation. 

Stage 5 Exists When: 

Water System’s storage level is less than 50% of capacity for at least twelve (12) 
consecutive hours. Further, the Company has identified operational circumstances such as a 
steadily declining water table, increasing draw down threatening pump operations, or decreasing 
well production creating a reasonable belief that the Water System will be unable to meet 
anticipated sustained water demand. 

Restrictions: Under Stage 5 conditions, mandatorv conservation measures should be 
employed by customers to reduce water consumption; by at least 50% as measured on a daily use 
basis. Under Stage 5 conditions no outside watering is permitted. Under Stage 5 conditions the 
Company shall inform customers of the Water System’s mandatorv restriction to employ water 
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Conservation measures to reduce daily consumption by 50%. Failure of customers to comply 
with this requirement may result in service disconnection as described by this Curtailment Plan. 
Under Stage 5 conditions the following uses of water are strictly prohibited: (1) all outdoor 
watering; (2) washing of any vehicle; (3) use of water for dust control or outdoor cleaning uses; 
(4) use of outdoor drip irrigation or misting systems of any kind; (5 )  use of water to fill 
swimming pools, spas, fountain, fish ponds, or ornamental water features; (6) all construction 
water; (7) restaurant or convenience store patrons shall be served water only on request; and, (8) 
any other water intensive activity. Under Stage 5 conditions the Water System is prohibited from 
supplying water to any standpipe and the installation of new water meters and new service lines 
is prohibited. 

Tariff Sheet No.: 6 of 8 

Water Augmentation: Under Stage 5 conditions the Company will undertake reasonable 
measures to augment its well production until such time that Stage 4 conditions are achieved for 
forty-eight (48) consecutive hours. In all cases where the Company employs water augmentation 
the Water System’s Water Augmentation Surchge shall become applicable. 

Notice: Under Stage 5 conditions, the Company is required to notifl customers by (a) 
door-to-door delivery of written notices at each service address; or, (b) by changing local water 
conservation staging signs; or, (c) by means of electronic mail; or, (d) by means of any other 
reasonable means of notification of customers of the Water System; of the imposition of the 
Curtailment Tariff, the applicable Curtailment Stage, a general description of conditions leading 
to Stage 5 conditions, and a need to conserve water. 

Enforcement: Once the Company has properly provided notice of Stage 5 conditions, the 
failure of a customer to comply with this Curtailment Plan within twelve (1 2) hours of receiving 
notice of its violation of this Curtailment Plan may result in the immediate disconnection of 
service, Without further notice, in accordance with Arizona Administrative Code R14-2- 
410(B)(l)(d). The reconnection fee for a violation of a Stage 5 curtailment notice shall be: 

First offense: $800 
Second offense: (see also Reconnection Fees Section) $1,500 
Third offense: $3,000 

If a customer believes their water service has been disconnected in error the customer 
may contact the Commission’s Consumer Services Section at (800) 222-7000 to initiate further 
investigation. 
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NOTICE 

If the Company elects to provide customer water conservation-stage notice by use of local 
sign postings the Company shall post and mainfain at least two (2) signs per water system in 
noticeable locations that include the entrance to major subdivisions indicating the Company is 
operating under its Curtailment Plan Tariff, beginning with Stage 1. Each signs shall be at least 
four feet by four feet and color-coded to denote the current stage, as follows: 

Stage1 - Green 
Stage2 - Blue 
Stage 3 - Yellow 
Stage4 - Orange 
Stage5 - Red 

The Company shall notify the Consumer Services Division of the Utilities Division at 
least; 

0 

a 

a 

a 

Twelve (12) hours prior to entering Stage 2. 
Six (6) hours prior to entering Stage 3. 
Six (6) hours prior to entering Stage 4. 
Four (4) hours prior to entering Stage 5. 

RECONNEXTION FEES 

All reconnection fees shall be cumulative for a calendar year regardless of the Stage that 
an offense occurs. For example, if a customer fails to meet the requirements of a water 
consefvation stage, observe required water conservation measures under a Stage 3 condition, and 
after receiving notice that a water conservation stage is in effect, the reconnection fee will be 
$200. If the same customer in the same calendar year commits an offense under Stage 5 
conditions, the reconnection fee shall be $1,500. By May 15 and October 15 annually, the 
Company shall provide the Director of the Utilities Division with a list of customers who paid 
reconnection fees for failure to comply with -the mandatory provisions of the Curtailment Plan 
Tariff. 

Any customer who has service disconnected according to this Curtailment Plan Tariff 
more than once during a calendar year shall have those terminations count against them in the 
next calendar year for purposes of establishing the reconnection fee, should another 
disconnection occur. 
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WATER CONSUMPTION CALCULATION OF “DAILY USE” 

Forthe purpose of calculating “daily use” under the Restriction section of Stage 2, Stage 3, Stage 
4, and Stage 5 water conservation conditions, the following definition shall apply: 

Daily use is determined by takingthe customer water meter reading today and substracting fiom 
the customer’s meter reading yesterday. This daily use amount is multiplied by 30 days to obtain 
a calculated monthly use. This monthly use is then compared to the higher of; (a) the 
immediately preceding month’s actual water consumption, or (b) water consumption for the same 
month in any one of the two previous years for the same service location, to determine if the 
customer reduced hidher water consumption by at least the required Stage’s percentage. The 
water customer should reduce their daily water consumption from the higher monthly water 
consumption of either (a) or (b). 

Example: Customer meter reads 986654 today. Customer meter read 986354 yesterday. 
The difference in meter reads is 300 gallons for one day or 9000 gallons for 30 days. Customer 
actual use in the immediately preceding month was 7,000 (a) gallons. Customer’s actual use in 
the same month in any one of the two previous years was 6,000 (b) gallons. Customer is in 
violation of Stage 3 mandatory water conservation conditions because hisher current “daily use” 
calculation is greater than hisher higher monthly use of (a) 7,000 gallons. Under Stage 3, the 
customer is required to reduce consumption by 30% of the 7000 gallons or 2,100 gallons, 7,000 - 
2,100 is 4,900. So the customers daily use needs to be about 165 gallons per day. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

My name is Jian W. Liu. My business address is 1200 West Washington Street, Phoenix, 

Arizona 85007. 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or ccACCyy) as a 

Utilities Engineer - Watermastewater in the Utilities Division (“Staff‘). 

How long have you been employed by the Commission? 

I have been employed by the Commission since October 2005. 

What are your responsibilities as a Utilities Engineer - Watermastewater? 

My main responsibilities are to inspect, investigate and evaluate water and wastewater 

systems. This includes obtaining data, preparing reconstruction cost new andor original 

cost studies, investigative reports, interpreting rules and regulations, and to suggest 

corrective action and provide techmcal recommendations on water and wastewater system 

deficiencies. I also provide written and oral testimony in rate cases and other cases before 

the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed more than 40 companies fulfilling these various responsibilities for Staff. 

Have you previously testified before this Commission? 

Yes, I have testified on numerous occasions before this Commission. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

What is your educational background? 

I am a Ph.D. Candidate in Geotechnical Engineering from Arizona State University 

(“ASU”). I have a Master of Science Degree in Natural Science from ASU and a Master 

of Science Degree in Civil Engineering from the Institute of Rock & Soil Mechanics 

(“IRSM”), Academy of Sciences, China. 

Briefly describe your pertinent work experience. 

From 1982 to 2000, I was employed by IRSM, SCS Engineers, and U R S  Corporation as a 

Civil and Envkonmental Engineer. In 2000, I joined the Arizona Department of 

Environmental Quality (“ADEQ”). My responsibilities with ADEQ included review and 

approval of water distribution systems, sewer distribution systems, and on-site wastewater 

treatment facilities. I remained with ADEQ until transferring to the Commission in 

October 2005. 

Please state your professional membership, registrations, and licenses. 

I am a licensed professional civil engineer in the State of Arizona. 

PURPOSE OF TESTIMONY 

Q. 

A. 

What was your assignment in this rate proceeding? 

My assignment was to provide Staffs engineering evaluation in this case. I reviewed 

Payson Water Co., Inc.’s (“PWC” or “Company”) application and responses to data 

requests, and I inspected the water system. This testimony and its attachments present 

Staffs engineering evaluation. The findings of my engineering evaluation are contained 

in the Engineering Report that I have prepared for this proceeding. The report is included 

as Exhibit JWL in this pre-filed testimony. 
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ENGINEERING REPORTS 

Q. 

A. 

Please describe the information contained in your Engineering Reports. 

The Report is divided into three general sections: 1) Executive Summary; 2) Engineering 

Report Discussion, and 3) Engineering Report Exhibits. The Discussion section can be 

further divided into ten subsections: A) Location of Company; B) Description of the 

Water Systems; C) Water Usage; D) Growth; E) ADEQ Compliance; F) Arizona 

Department of Water Resources (“ADWR”) compliance; G) ACC Compliance; H) 

Depreciation Rates; I) Financing Application; and J) Other Issues. 

RECOMMENDATIONS AND CONCLUSIONS 

Q. What are Staffs conclusions and recommendations regarding the Company’s 

operations? 

A. Staffs conclusions and recommendations regarding the Company’s operations are listed 

below. 

CONCLUSIONS 

1. The ADEQ reported that all PWC dnnlung water systems, except Mesa del 

Caballo, are currently delivering water that meets water quality standards required 

by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 National Primary 

Drinlung Water Regulations) and Arizona Administrative Code, Title 18, Chapter 

4. (ADEQ report dated October 20,2013). 

ADEQ reported that the Mesa del Caballo system had significant violations 

resulting in a Notice of Violation (“NOV”) issued August 12, 2013 for: Source 

(well does not have a well vent), Operator Compliance (no Approval to Construct 

(“ATC”)/Approval of Construction (“AOC”) prior to using well), O&M (need 
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2. 

3. 

4. 

5. 

6. 

7. 

ADWR and ADEQ numbers posted at system locations), and Distribution (wells 

without ATC/AOC are connected to the distribution system). (ADEQ report dated 

October 20,2013). 

The Company is not located in any Active Management Area (“AMA”) and is not 

subject to ADWR AMA reporting and conservation requirements. ADWR 

reported that PWC is not in compliance with departmental requirements governing 

water providers and/or community water systems. (ADWR compliance status 

report dated October 21,2013). 

A check with the ACC’s Utilities Division Compliance Section showed no 

delinquent compliance items for PWC. (October 30,2013). 

The Company has approved Curtailment Plan and Backflow Prevention Tariffs on 

file with the Commission. 

PWC has very fragile water systems in which the majority of the wells have very 

low production capacity and are more than 40 years old. Mesa del Caballo and 

East Verde Park Estates hauled water during the test year 2012 because of water 

supply shortages. 

Mesa del Caballo water system should not have water supply issues in the future 

once the proposed connection to the Town of Payson water system is completed. 

Staff has reviewed PWC’s Phase II financing application with project cost 

estimates totaling $904,650 and found the proposal reasonable and appropriate. 
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However, no ''used and useful" determination of the proposed plant items was 

made, and no conclusions should be inferred for rate making or rate base purposes 

in the hture. 

RECOMMENDATIONS 

1. Staff recommends that PWC monitor the Flowing Springs water system and 

submit the gallons pumped and sold to determine the non-account water for one 

full year. The Company should coordinate when it reads the well meters each 

month with customer billing so that an accurate acxounting is determined. The 

results of this monitoring and reporting shall be docketed as a compliance item in 

this case within 13 months of the effective date of the order issued in this 

proceeding. If the reported water loss is greater than 10 percent the Company shall 

prepare a report containing a detailed analysis and plan to reduce water loss to 10 

percent or less. If the Company believes it is not cost effective to reduce the water 

loss to less than 10 percent, it should submit a detailed cost benefit analysis to 

support its opinion. In no case shall the Company allow water loss to be greater 

than 15 percent. The water loss reduction report or the detailed analysis, 

whichever is submitted, shall be docketed as a compliance item within 13 months 

of the effective date of the order issued in this proceeding. 

2. Staff recommends that PWC prepare a report containing a detailed analysis and 

plan to reduce water loss to 10 percent or less for its Geronimo Estates, Meads 

Ranch, Whispering Pines, and Gisela water systems. The water loss reduction 

report shall be docketed as a compliance item within 90 days of the effective date 

of the order issued in this proceeding. If the Company believes it is not cost 

effective to reduce the water loss to less than 10 percent, it should submit a 
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3. 

4. 

5 .  

6. 

7. 

detailed cost benefit analysis to support its opinion. In no case shall the Company 

allow water loss to be greater than 15 percent. 

Staff recommends annual water testing expense of $1 1,000 be used for purposes of 

this application. 

Staff recommends that any increase in rates and charges approved in this 

proceeding not become effective until the first day of the month following the 

Company’s filing of an updated ADEQ Drinking Water Compliance Status Report 

indicating that the Company is in compliance with ADEQ requirements for all its 

wqter systems. 

Staff recommends that any increase in rates and charges approved in this 

proceeding not become effective until the first day of the month following the 

Company’s filing of an updated ADWR Compliance Status Report indicating that 

the Company is in compliance with ADWR requirements. 

It is recommended that the Company use the depreciation rates presented in Table 

B by individual National Association of Regulatory Utility Commissioners 

category. 

PWC and Staff have agreed upon five BMP tariffs the Company will implement in 

its Mesa Del Caballo water system. Staff recommends that PWC adopt these same 

five BMP tariffs for implementation in its remaining water systems. The BMP 

tariffs recommended by Staff for implementation in the Company’s remaining 

water systems are attached to Exhibit JWL. Staff further recommends that PWC 
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notify its customers, in a form acceptable to Staff, of the BMP tariffs authorized in 

this proceeding and their effective date by means of either an insert in the next 

regularly scheduled billing or by a separate mailing and shall provide copies of the 

BMP tariffs to any customer, upon request. 

8. Staff recommends that the Company file documentation showing the Company’s 

long-term plan to address its water supply problem in the East Verde Park Estates 

water system. This documentation should be filed as a compliance item with 

Docket Control within six months of the effective date of the Commission 

Decision in this matter. Staff further recommends that a moratorium on new 

connections be implemented in the East Verde Park Estates water system until the 

Company can solve the water supply shortages. 

9. Staff recommends that the meter and service line charges listed under “Company 

Proposed and Staff recommended” in Table C be adopted along with the adoption 

of an installation charge of “At Cost” for meter sizes of 8-inch and larger. 

Q. 
A. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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Engineering Report for Payson Water Company 

Docket Nos. W-03514A-13-0111 (Rates) AND 
W-03514A-13-0142 (Financing) 

By: Jian Liu 
Utilities Engineer 

November 15,2013 

CONCLUSIONS 

1. The Arizona Department of Environmental Quality (“ADEQ,,) reported that all 
Payson Water Company, Inc. (“PWC” or “Company”) dnnking water systems, 
except Mesa del Caballo, are currently delivering water that meets water quality 
standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 
14 1 National Primary Drinlung Water Regulations) and Arizona Administrative 
Code, Title 18, Chapter 4. (ADEQ report dated October 20,2013). 

ADEQ reported that the Mesa del Caballo system had significant violations 
resulting in a Notice of Violation (“NOV”) issued August 12, 2013 for Source 
(well does not have a well vent), Operator Compliance (no Approval to Construct 
(“ATC”)/Approval of Construction (“AOC”) prior to using well), O&M (need 
ADWR and ADEQ numbers posted at system locations), Distribution (wells 
without ATC/AOC are connected to the distribution system). (ADEQ report dated 
October 20,20 13). 

2. The Company is not located in any Active Management Area (“AMA”) and is not 
subject to Arizona Department of Water Resources (“ADWR”) AMA reporting 
and conservation requirements. ADWR reported that PWC is not in compliance 
with departmental requirements governing water providers and/or community 
water systems. (ADWR compliance status report dated October 2 1 , 20 13). 

3. A check with the Arizona Corporation Commission (‘‘A“’’ or “Commission”) 
Utilities Division Compliance Section showed no delinquent compliance items for 
PWC. (ACC Compliance Section Email dated October 30,2013). 

4. The Company has approved Curtailment Plan and Backfiow Prevention Tariffs on 
file with the Commission. 

5.  PWC has very fragile water systems in which the majority of the wells have very 
low production capacity and are more than 40 years old. Mesa del Caballo and 



East Verde Park Estates hauled water during the test year 2012 because of water 
supply shortages. 

6. Mesa del Caballo water system should not have water supply issues in the future 
once the proposed connection to the Town of Payson water system is completed. 

7. Staff has reviewed PWC's Phase It financing application with project cost 
estimates totaling $904,650 and found the proposal reasonable and appropriate. 
However, no ''used and useful" determination of the proposed plant items was 
made, and no conclusions should be inferred for rate making or rate base purposes 
in the future. 

RECOMMENDATIONS 

1. Staff recommends that PWC monitor the Flowing Springs water system and 
submit the gallons pumped and sold to determine the non-account water for one 
full year. The Company should coordinate when it reads the well meters each 
month with customer billing so that an accurate accounting is determined. The 
results of this monitoring and reporting shall be docketed as a compliance item in 
this case. within 13 months of the effective date of the order issued in this 
proceeding. If the reported water loss .is greater than 10 percent the Company 
shall prepare a report containing a detailed analysis and plan to reduce water loss 
to 10 percent or less. If the Company believes it is not cost effective to reduce the 
water loss to less than 10 percent, it should submit a detailed cost benefit analysis 
to support its opinion. In no case shall the Company allow water loss to be greater 
than 15 percent. The water loss reduction report or the detailed analysis, 
whichever is submitted, shall be docketed as a compliance item within 13 months 
of the effective date of the order issued in this proceeding. 

2. Staff recommends that PWC prepare a report containing a detailed analysis and 
plan to reduce water loss to 10 percent or less for its Geronimo Estates, Meads 
Ranch, Whispering Pines, and Gisela water systems. The water loss reduction 
report shall be docketed as a compliance item within 90 days of the effective date 
of the order issued in this proceeding. If the Company believes it is not cost 
effective to reduce the water loss to less than 10 percent, it should submit a 
detailed cost benefit analysis to support its opinion. In no case shall the Company 
allow water loss to be greater than 15 percent. 

3. Staff recommends annual water testing expense of $1 1,000 be used for purposes 
of this application. 

4. Staff recommends that any increase in rates and charges approved in' this 
proceeding not become effective until the first day of the month following the 
Company's filing of an updated ADEQ Drinking Water Compliance Status Report 



indicating that the Company is in compliance with ADEQ requirements for all its 
water systems. 

5.  Staff recommends that any increase in rates and charges approved in this 
proceeding not become effective until the first day of the month following the 
Company’s filing of an updated ADWR Compliance Status Report indicating that 
the Company is in compliance with ADWR requirements. 

6. It is recommended that the Company use the depreciation rates presented in Table 
B by individual National Association of Regulatory Utility Commissioners 
category. 

7. PWC and Staff have agreed upon five BMP tariffs the Company will implement 
in its Mesa Del Caballo water system. Staff recommends that PWC adopt these 
same five BMP tariffs for implementation in its remaining water systems. The 
BMP tariffs recommended by Staff for implementation in the Company’s 
remaining water systems are attached to Exhibit JWL. Staff further recommends 
that PWC notify its customers, in a form acceptable to Staff, of the BMP tariffs 
authorized in this proceeding and their effective date by means of either an insert 
in the next regularly scheduled billing or by a separate mailing and shall provide 
copies of the BMP tariffs to any customer, upon request. 

8. Staff recommends that the Company file documentation showing the Company’s 
long-term plan to address its water supply problem in the East Verde Park Estates 
water system. This documentation should be filed as a compliance item with 
Docket Control within six months of the effective date of the Commission 
Decision in this matter. Staff further recommends that a moratorium on new 
connections be implemented in the East Verde Park Estates water system until the 
Company can solve the water supply shortages. 

9. Staff recommends that the meter and service line charges listed under “Company 
Proposed and Staff recommended” in Table C be adopted along with the adoption 
of an installation charge of “At Cost” for meter sizes of 8-inch and larger. 
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A. LOCATION OF COMPANY AND INTRODUCTION 

Payson Water Company, Inc. (“PWC” or “Company”) is located in Gila County, Arizona. 
Figure 1 shows the location of PWC within Gila County and Figure 2 shows the certificated area. 

On April 22, 2013, Payson Water Company, Inc. (“PWC” or “Company”) filed a request 
for a permanent rate increase with the Arizona Corporation Commission (“ACC” or 
“Commission”). On May 17, 2013, PWC filed a financing request with the Commission for 
approval to borrow funds in the amount of $1,238,000. On June 3, 2013, Staff deemed the rate 
application sufficient. On August 15, 2013, the Company filed a motion to consolidate the rate 
case and financing applications and to expedite the processing of those applications. PWC seeks 
expedited approval to borrow up to $275,000 of the total financing so it can build a line to 
connect the Town of Payson water system to PWC’s Mesa del Caballo water system before next 
summer. On August 26,2013 the PWC rate and financing applications were consolidated. 

On September 5,2013, PWC and the Utilities Division (“Staff”) of the Commission filed 
a Stipulation for Procedural Order Bifurcating Proceeding and Establishing Case Schedule. 
According to the Stipulation, the first phase of the proceeding (‘Phase I”) would involve 
consideration of PWC’s request for expedited financing approval along with approval of certain 
interim rate relief in the form of rate surcharges and/or adjustors in order to construct a new 
water transmission line to connect its Mesa del Caballo water system to the Town of Payson 
water system. Staff agreed with the expedited treatment of this portion of the financing because 
of the dire need for water in the Mesa del Caballo area coupled with the opportunity to end water 
hauling by next summer. The second phase (“Phase E’) would involve (1) the remainder of the 
Company’s request for financing approval; and (2) establishing the fair value of PWC’s plant and 
property used for providing water utility service and setting permanent rates thereon. Staffs 
report for the Phase I proceeding was docketed on September 18, 2013 a hearing was held on 
September 25, 2013 and the Commission approved PWC’s Phase I financing request in Decision 
No. 74175 on October 25,2013. 

B. DESCRIPTION OF THE WATER SYSTEMS 

The plant facilities were visited on August 8, 2013, by Jian Liu, Staff Utilities Engineer, 
The in the accompaniment of David Allred, Operations Superintendent of the Company. 

Company operates eight independent water systems a brief description of each system follows: 

1. Geronimo Estates system. Public Water System Y‘PWS”) 04-028: This system 
consists of three wells that pump water into two storage tanks, four booster pumps 
then pump the water to four pressure tanks before delivery to customers through 
the distribution system. This system serves 83 active connections. 

2. Deer Creek system, PWS 04-064: This system consists of two wells that pump 
water into a storage tank, three booster pumps then pump the water to two 
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3. 

4. 

5 .  

6. 

7. 

8. 

pressure tanks before delivery to customers through the distribution system. This 
system serves 121 active connections. 

Meads Ranch system, PWS 04-015: This system consists of a well that pumps 
water into two storage tanks, two booster pumps then pump the water to a 
pressure tank before delivery to customers through the distribution system. This 
system serves 69 active connections. 

Whispering Pines system, PWS 04-039: This system consists of two wells that 
pump water into two storage tanks, four booster pumps then pump the water to 
four pressure tanks before delivery to customers through the distribution system. 
This system serves 146 active connections. 

Flowing Springs system. PWS 04-027: This system consists of a well that pumps 
water into a storage tank, a booster pump then pumps the water to a pressure tank 
before delivery to customers through the distribution system. This system serves 
29 active connections. 

G'isela system, PWS 04-346: This system consists of a well that pumps water into 
two storage tanks, four booster pumps that pump the water to three pressure tanks 
before delivery to customers through the distribution system. This system serves 
162 active connections. 

East Verde Park Estates system, PWS 04-026: This system consists of three wells 
that pump water into a storage tank, a booster pump then pumps the water to two 
pressure tanks before delivery to customers through the distribution system. This 
system serves 140 active connections. 

Mesa del Caballo system PWS 04-030: This system consists of four wells that 
pump water into five storage t anks ,  four booster pumps then pump the water to six 
pressure tanks before delivery to customers through the distribution system. This 
system serves 364 active connections. 
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Storage Tanks Pressure Tanks 
Capacity Quantity Capacity Quantity 
(gallons) (gallons) 

Detailed plant facility listings are as follows: 

Booster Pumps 
Capacity Quantity 

( H p )  

Table 1. Detailed Plant Facility Listings 

15,000 

Geronimo Estates system, PWS 04-028 

2 500 1 5 3 
120 3 3 1 

Well Data for Geronimo Estates 

3 2,268 
4 6,794 

1 
1.5 

I I I I I t Total 30,000 1 

83 
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Deer Creek system, PWS 04-064 

Well Data for Deer Creek 

260 518x314 1985 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons) (gallons) W) 

Total 125,000 

I Connections I 
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Meads Ranch svstem, PWS 04-015 

Well Data for Meads Ranch 

Total Metered 69 
Connections 
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Storage Tanks Pressure Tanks 
Capacity Quantity Capacity Quantity 
(gallons) (gallons) 

Whispering Pines system, PWS 04-039 

Booster Pumps 
Capacity Quantity 
(Hp) 

Well Data for Whispering Pines 

20,000 2 2000 3 7.5 4 
1000 1 - 

4 

j Total 40,000 I 

18,908 1.5 

Total Metered 
Connections 

146 
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Storage Tanks 
Capacity Quantity 
(gallons) 

Flowing Springs system, PWS 04-027 

Well Data for Flowing Springs 

Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity 
(gallons) OIP) 

15,000 

Total 15,000 

1 5 1 
1000 1 

Total Metered 
Connections 

29 
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Gisela system, PWS 04-346 

Well Data for Gisela 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons) (gallons) (Hp) 

30,000 1 500 1 7.5 4 
50,000 1 1000 1 

2000 1 
Totzil80,OOO 

Mains Customer Meters Fire Hvdrants 

3 3 66 1 3 
4 9,611 1.5 
6 7,855 

Total Metered 162 
Connections 



Payson Water Company 
Docket Nos. W-03514A-13-0111 (Rates) AND W-03514A-13-0142 (Financing) 
Page 9 

East Verde Park Estates svstem, PWS 04-026 

Well Data for East Verde Park Estates 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons) (gallons) (Hp) 

I 40,000 1 2000 2 7.5 1 

Total 40,000 1 

4 27,3 1 1 

Total Metered 140 
Connections 
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Mesa del Caballo system PWS 04-030 

Well Data (active wells only) for Mesa del Caballo 

55-513409 1 3 6 395 5/8X3/4 
55-556148 2 8.5 6 400 1 

Year Drilled 

Storage Tanks Pressure Tanks Booster Pumm 1 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons.) . (gallons) (Hp) 

40,000 1 80 2 5 1 
20,000 1 2000 4 7.5 1 
15,OOO 3 10 1 

Total 105,000 20 1 

4 22,455 1.5 

1 TotalMetered 1 3 64 
Connections 

C. WATERUSE 

Water Sold 

Based on the information provided by the Company on its Water Use Data Sheets 
submitted with the application, water use for the year 2012 is presented below for each system. 
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Water Use, gallons per day (“GPD”) per connection 

I Deer Creek 1 215inJune 1 94inJan. I 145 a 

Non-Account Water 

For each water system, the Company reported the following gallons pumped and gallons 
sold in 2012, which Staff used to determine the water loss per system: 

Table 2. Water Loss 

*The quantity of water sold cannot exceed the quantity of water pumped for the same 
period of time, which suggests that the water use data reported is invalid. 

Non-account water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage, theft, and flushing. 
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Staff recommends that PWC monitor the Flowing Springs water system and submit the 
gallons pumped and sold to determine the non-account water for one full year. The Company 
should coordinate when it reads the well meters each month with customer billing so that an 
accurate accounting is determined. The results of this monitoring and reporting shall be docketed 
as a compliance item in this case within 13 months of the effective date of the order issued in this 
proceeding. If the reported water loss is greater than 10 percent the Company shall prepare a 
report containing a detailed analysis and plan to reduce water loss to 10 percent or less. If the 
Company believes it is not cost effective to reduce the water loss to less than 10 percent, it 
should submit a detailed cost benefit analysis to support its opinion. In no case shall the 
Company allow water loss to be greater than 15 percent. The water loss reduction report or the 
detailed analysis, whichever is submitted, shall be docketed as a compliance item within 13 
months of the effective date of the order issued in this proceeding. 

Staff recommends that PWC prepare a report containing a detailed analysis and plan to 
reduce water loss to 10 percent or less for its Geronimo Estates, Meads Ranch, Whispering Pines, 
and Gisela water systems. The water loss reduction report shall be docketed as a compliance 
item within 90 days of the effective date of the order issued in this proceeding. If the Company 
believes it is not cost effective to reduce the water loss to less than 10 percent, it should submit a 
detailed cost benefit analysis to support its opinion. In no case shall the Company allow water 
loss to be greater than 15 percent. 

D. GROWTH 

In December 2007, PWC had 1,270 customers, and in December 2012, the Company had 
1,114 customers. The customer base has decreased from 2007 to 2012. The Company estimates 
that the customer base will be flat for the next 5 years. 

Staff concludes that the PWC has very fragile water systems. The majority of the wells 
have very low production capacity and are more than 40 years old. Mesa del Caballo and East 
Verde Park Estates hauled water during the test year 2012 because of water supply shortages. 

Mesa del Caballo water system should not have water supply issues in the future once the 
proposed connection to the Town of Payson water system is completed. 

According to the Company’s well data for the East Verde Park Estates water system 
during test year 2012, the production of the wells vary throughout the year, fiom 19.5 to 7.6 
GPM due to production depletions, resulting in a water supply problem. For June 2012, East 
Verde Park Estates water system produced 9.5 GPM from its three wells which could only serve 
96 connections based on this production (East Verde Park Estates had 142 connections in June 
2012). 

Staff recommends that the Company file documentation showing the Company’s long- 
term plan to address its water supply problem in the East Verde Park Estates water system. This 



Payson Water Company 
Docket Nos. W-03514A-13-0111 (Rates) AND W-03514A-13-0142 (Financing) 
Page 13 

documentation should be filed as a compliance item with Docket Control within six months of 
the effective date of the Commission Decision in this matter. Staff further recommends that a 
moratorium on new connections be implemented in the East Verde Park Estates water system 
until the Company can solve the water supply shortages. 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

Compliance 

ADEQ reported that all PWC dnnking water systems, except Mesa del Caballo, are 
currently delivering water that meets water quality standards required by 40 C.F.R. 141 (Title 40 
Code of Federal Regulations Part 141 National Primary Drinlung Water Regulations) and 
Arizona Administrative Code, Title 18, Chapter 4. (ADEQ report dated October 20,2013). 

ADEQ reported that the Mesa del Caballo system had significant violations resulting in a 
Notice of Violation (‘WOV,’) issued August 12, 2013 for Source (well does not have a well 
vent), Operator Compliance (no Approval to Construct (“ATC”)/Approval of Construction 
(“AOC”) prior to using well), O&M (need ADWR and ADEQ numbers posted at system 
locations), Distribution (wells without ATCIAOC are connected to the distribution system). 
(ADEQ report dated October 20,2013). 

Siaff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following the Company’s filing of an updated 
ADEQ Drinlung Water Compliance Status Report indicating that the Company is in compliance 
with ADEQ requirements for all its water systems. 

Water Testing Expense 

The Company reported water testing expense of $10,999.61 during the test year 2012. 
PWC provided invoices and other documents to support this amount. Staff has reviewed the 
information provided and concludes that the water testing expense of $10,999.61 is reasonable. 
Therefore, Staff recommends annual water testing expense of $1 1,000 (rounded) be used for 
purposes of this application. 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

The Company is not located in any Active Management Area (“AMA”) and is not subject 
to ADWR AMA reporting and conservation requirements. ADWR reported that PWC is not in 
compliance with departmental requirements governing water providers and/or community water 

I systems. (ADWR compliance status report dated October 21,2013). 
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Staff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following the Company’s filing of an updated 
ADWR Compliance Status Report indicating that the Company is in compliance with ADWR 
requirements. 

G. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for PWC. (October 30,2013) 

H. DEPRECIATION RATES 

Staff has developed typical and customary depreciation rates within a range of anticipated 
equipment life. These rates are presented in Table B and it is recommended that the Company 
use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 
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NOTES: 
1. These depreciation rates represent average expected rates. Water companies may experience 

different rates due to variations in construction, environment, or the physical and chemical 
characteristics of the water. 

2.  Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital i t em in this account. 
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I. PHASE 11 FINANCING 

The Town of Payson is planning to construct its new Cragin Water Treatment Plant 
(“WTP”) adjacent to the Mesa Del Caballo community served by PWC. The plant will treat 
surface water that is piped from the Blue Ridge reservoir approximately 12 miles to the new 
WTP. The facility was planned with capacity to supply water to the Town and the Mesa del 
Caballo community for nine months out of the year. Therefore, a new inter-connection 
(transmission main) is required between the treatment plant and the Mesa Del Caballo water 
system. The Commission approved funding for this interconnection in its Phase I financing 
Decision. 

During the three months of the year when the reservoir does not supply water, the PWC 
will continue to use their groundwater wells for dnnlung water. Once the Cragin water supplies 
become available to Mesa Del Caballo (in approximately year 2017), the system will operate 
much differently than it does now, since there should be no groundwater needed for nine months 
out of the year. 

On October 28, 2013, PWC submitted a design memo that outlines the plan for the 
PWC is Cragin Pipeline-related construction that will be required at Mesa Del Caballo. 

proposing the following capital improvement projects for the Mesa Del Caballo water system: 

(1) Site work for grading and placing two new tanks, 
(2) Install two 50,000 tanks, 
(3) Install a booster pump station, and 
(4) Painting the existing tanks. 

Updated Cost Estimates for Phase I1 Financing 

On October 28, 2013, PWC updated its cost estimates for the Phase 11 financing 
application for the Mesa del Caballo water system. 

ITEM DESCRIPTION TOTAL COST 

1. Town of Payson Contract Payment 
2. Salt River Project Contract Payment. 
3. Storage & Pumping Improvements 
4. Engineering Services $ 22,600 
5. Fees, Legal, Permits, Testing, Admin, Etc. 
6. Contingency $ 33,200 

$565,000* 
$ 85,000* 
$ 192,000 

$ 6,850 

TOTAL (Phase II) $ 904,650 
*The shared costs for the Cragin Pipeline Project which is being built by Salt River 
Project (“SRP”) and the Town of Payson. 
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On October 25, 2013, the Commission approved PWC’s Phase I financing application of 
$275,000 in Decision No. 74175. The total updated financing application (combined Phase I & 
Phase n> is $1,179,650, which is less than the Company’s original request of $1,238,000. 

Staff has reviewed PWC’s Phase II financing application with project cost estimates 
totaling $904,650 and found the proposal reasonable and appropriate. However, no “used and 
usefid” determination of the proposed plant items was made, and no conclusions should be 
inferred for rate making or rate base purposes in the future. 

J. OTHER ISSUES 

I .  Curtailment, Bacwow Prevention and Best Management Practice (“BMP ’7 Targs 

PWC has approved Curtailment and Backflow Prevention tariffs on file with the ACC. 

PWC and Staff have agreed upon five BMP tariffs the Company will implement in its 
Mesa Del Caballo water system’. Staff recommends that PWC adopt these same five BMP 
tariffs for implementation in its remaining water systems. The BMF’s tariffs recommended by 
Staff for implementation in the Company’s remaining water systems are attached to Exhibit 
JWL. Staff further recommends that PWC notify its customers, in a form acceptable to Staff, of 
the BMP tariffs authorized in this proceeding and their effective date by means of either an insert 
in the next regularly scheduled billing or by a separate mailing and shall provide copies of the 
BMP tariffs to any custorm, upon request. 

2. Sewice Line and Meter Installation Charges 

The Company requested permission to change its service line and meter installation 
charges. PWC proposed to use Staffs recommended service line and meter charges. Staff 
recommends that the charges listed under “Company Proposed and Staff recommended” in Table 
C be adopted along with the adoption of an installation charge of “At Cost” for meter sizes of 8- 
inch and larger. 

’ 
system. 

Decision No. 71902, the Commission ordered PWC to implement five BMPs in its Mesa Del Caballo water 
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Table C. Service Line and Meter Installation Charges 

1 -inch I 550 
1 1-1/2-inch I 775 

2-inch Turbine 
2-inch Compound 

3-inch Turbine 
I 3-inchCom~ound 1 NA 

1 8-inch&Larger I NA 
*Note: 1. Meter charge includes mete: 

$495 I $315 i $810 
$550 1 $525 $1075 
$830 $1045 $1,875 
$830 $1,890 $2,720 

$1045 $1.670 $2.7 15 
$1165 I $2,545 I $3,710 
$1,490 $2,670 $4,160 
$1,670 $3,645 $5,3 15 
$2,210 $5,025 $7,235 
$2,330 $6.920 $9.250 

)ox or v d t .  
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ATTACIflMENT JWL 

BEST MANAGEMENT PRACTICE TARIFFS 

FOR 

Payson Water Company 

DOCKET NOS. W-03514A-13-0111 (Rates) AND 

W-03514A-13-0142 (Financing) 



Company: Payson Water Co., Inc. Docket No. : W-03514A-13-0 11 1 

Phone: (800) 270-6084 Effective Date: 10-24-2013 

Public Education Proqram Tariff 

PURPOSE 

A program for the Company to provide free written information on water conservation measures 
to its customers and to remind them of the importance of conserving water (Required Public 
Education Program). 

REOUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of  Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. 

2. 

3. 

4. 

5. 

6. 

The Company shall provide two newsletters to each customer; one to be provided in 
the spring, the other in the fall. The goal of the letters is to provide timely 
information to customers in preparation of the hot summer months, and the cold 
winter months, in regards to  their water uses. The Company shall remind customers 
of the importance of water conservation measures and inform them of the 
information available from the Company. 
Information in the newsletters shall include water saving tips, home preparation 
recommendations for water systems/pipes, landscape maintenance issues for 
summer and winter, water cistern maintenance reminders and additional pertinent 
topics. Where practical, the Company shall make this information available in 
digital format which can be e-mailed to customers upon request or posted on the 
Company’s website. 
Communication channels shall include one or more of the following: water bill 
inserts, messages on water bills, Company web page, post cards, e-mails and special 
mailings of print pieces, whichever is the most cost-effective and appropriate for the 
subject a t  hand. 
Free written water conservation materials shall be available in the Company’s 
business office and the Company shall send information to  customers on request. 
The Company may distribute water conservation information a t  other locations such 
as libraries, chambers of commerce, community events, etc., as well. 
The Company shall keep a record of the following information and make it available 
to the Commission upon request. 

a. A description of each communication channel (i.e., the way messages will be 
provided) and the number of times it has been used. 

b. The number of customers reached (or an estimate). 
c. A description of the written water conservation material provided free to 

customers. - 

Revised 10-25-1 3 



Company: Payson Water Co., Inc. 

Phone: (800) 270-6084 

Docket No.: W-03514A-13-0111 

Effective Date: 10-24-2013 

-I 

New Homeowner Landscape Information Tariff - BMP 2.3 

PURPOSE 

A program for the Company to promote the conservation of water by providing a landscape 
information package for the purpose of educating its new customers about low water use 
landscaping (Modified Non-Per Capita Conservation Program BMP Category 2: Conservation 
Education and Training 2.3: New Homeowner Landscape Information). 

REOUIREM ENTS: 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

‘ 

1. Upon establishment of water service the Company shall provide a free ”Homeowner 
Landscape Packet” to each new customer in the Company’s service area. The 
packet will include a t  a minimum: a cover letter describing the water conservation 
expectations for all customers in the Company’s service area, all applicable tariffs, a 
basic interior-exterior water saving pamphlet, xeriscape landscape information, and 
information on where to find low water use plant lists, watering guidelines, and a 
rain water harvesting pamphlet. 

2. Upon customer request, the Company shall provide: 
a. On-site consultations on low wata- use landscaping and efficient watering 

practices. 
b. A summary of water saving options. 

3, The number of packets provided to  new customers will be recorded and made 
available to the Commission upon request. 

Revised: 10-25-13 



Company: Payson Water CO., Inc. 

Phone: (800) 270-6084 

Docket No.: W-03514A-13-0111 

Effective Date: 10-24-2013 

Water Waste Investigations and Information Tariff - BMP 3.8 

PURPOSE 

A program for the Company to assist customers with water waste complaints and provide 
customers with information designed to improve water use efficiency (Modified Non-Per Capita 
Conservation Program BMP Category 3: Outreach Services 3.8: Water Waste Investigations and 
Information). 

REOUIREM ENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
specifically R14-2-403 and R14-2-410 and were adapted from the Arizona Department of Water 
Resources' Required Public Education Program and Best Management Practices in the Modified 
Non-Per Capita Conservation Program. 

1. 
2. 

3. 
4. 

5. 

6. 

7. 

8. 

9. 

10. 

The Company shall handle water waste complaints as  calls are received. 
Calls shall be taken by a customer service representative who has been trained to 
determine the type of water waste and to determine if it may be attributed to a leak 
or broken water line. 
The Company shall follow up on every water waste complaint. 
Upon request by the customer or when the Company determines it is warranted, a 
trained Field Technician shall be sent to investigate further and notify the 
responsible party of the waste and offer assistance and informetion to prevent waste 
in the future. 
A letter of enforcement will be issued to customers with water running beyond the 
curb and/or off the customers property due to such things as, but not limited to, 
backwashing of pools, broken sprinkler heads, and over watering of lawns beyond 
the saturation point. 
The same procedures outlined above in item #4 will be followed in the event of a 
second violation. Termination of service may result in the event of the third violation 
within a 12 month period. In the event of a third violation the customer's service 
may be terminated per Arizona Administrative Code R14-2-410C, Rl4-2-410D and 
R14-2-410E (applicable service reconnection fees shall apply). 
The Company shall record each account and each instance noted for water waste, 
the action taken and any follow-up activities. 
Subject to the provisions of this tariff, compliance with the water waste restriction 
will be a condition of service. 
The Company shall provide to its customers a complete copy of this tariff and all 
attachments upon request and to  each new customer. The customer shall abide by 
the water, waste restriction. 
If a customer believes he/she has been disconnected in error, the customer may 
contact the Commission's Consumer Services Section at  1-800-222-7000 to initiate 
an investigation. 

- 

Revised: 10-25-13 



Company: Payson Water Co., Inc. 

Phone: (800) 270-6084 

Docket No.: W-03514A-13-0111 

Effective Date: 10-24-2013 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE . 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service' area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

, 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department o f  Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect I00 percent of its 1-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 
(whichever occurs first) : 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten yeacs. 

2. Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having the meter pulled and having a Company 
Technician physically inspect each meter and its fittings for leaks, registers which may 
have become loose or are not properly attached to the meter and could be under- 
registering or other broken parts which need repair. I n  addition, meters shall be 
randomly selected for flow testing to  identify potentially under-registering meters. 

4. The' Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the e+ective date of this tariff, the Company shall install all replacement 
meters with new: 

a. I-inch and smaller meters that register in 1 gallon increments, 
b. l-1/2-inch through.4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5.The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 

Revised: 10-24- 13 



Company: Payson Water Co., Inc. 

Phone: (800) 270-6084 

Docket No.: W-03514A-13-0111 

Effective Date: 10-24-2013 

WATER SYSTEM TAMPERING TARIFF - BMP 5.2 

PURPOSE 

The purpose of this tariff is to  promote the conservation of groundwater by enabling the 
Company to bring an action for damages or to enjoin any activity against a person who tampers 
with the water system. 

REQUIREMENTS: 

The requirements of this tariff are governed by Rules of the Arizona Corporation 
Commission, specifically Arizona Administrative Code (“AAC”) R14-2-410 and the Arizona 
Department of Water Resources’ Required Public Education Program and Best Management 
Practices in the Modified Non-Per Capita Conservation Program. 

1. In support of the Company’s water conservation goals, the Company may bring an 
action for damages or to enjoin any activity against a person who: (1) makes a 
connection or reconnection with property owned or used by the Company to provide 
utility service without the Company’s authorization or consent; (2) prevents a Company 
meter or other device used to determine the charge for utility services from accurately 
performing its measuring fundon; (3) tampers with property owned or used by the 
Company; or (4) uses or receives the Company’s services without the authorization or 
consent of the Company and knows or has reason to  know of the unlawful diversion, 
tampering or connection. If the Company’s action is successful, the Company may 
recover as damages three times the amount of actual damages. 

2. Compliance with the provisions of this tariff will be a condition of service. 

3. The Company shall provide to all its customers, upon request, a complete copy of this 
tariff and AAC R14-2-410. The customers shall follow and abide by this tariff. 

4. If a customer is connected to the Company water system and the Company discovers 
that the customer has taken any of the actions listed in No. 1 above, the Company may 
terminate service per AAC R14-2410. 

5. If a customer beiieves he/she has been disconnected in error, the customer may 
contact the Commission’s Consumer Services Section a t  1-800-222-7000 to initiate an 
investigation. 

“ 

Revised: 1 0-24- 13 
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EXECUTIVE SUMMARY 
PAYSON WATER COMPANY 

DOCKET NOS. W-03514A-13-0111 AND W-03514A-13-0142 

Staff continues to recommend that any increase in rates and charges approved in this 
proceeding not become effective until the first day of the month following the Company’s filing 
of an updated Arizona Department of Environmental Quality (“ADEQ”) Drinlung Water 
Compliance Status Report indicating that the Company is in compliance with ADEQ 
requirements for all its water systems. 

The following two recommendations replace recommendations 1 and 2 in my direct 
testimony: 

1. Staff recommends that Payson Water Company, Inc. (“PWC” or “Company”) 
monitor the Gisela water system and submit the gallons pumped and sold to 
determine the non-account water for one full year. The Company should 
coordinate when it reads the well meters each month with customer billing so that 
an accurate accounting is determined. The results of this monitoring and 
reporting shall be docketed as a compliance item in this case within 13 months of 
the effective date of the order issued in this proceeding. If the reported water loss 
is greater than 10 percent the Company shall prepare a report containing a 
detailed analysis and plan to reduce water loss to 10 percent or less. If the 
Company believes it is not cost effective to reduce the water loss to less than 10 
percent, it should submit a detailed cost benefit analysis to support its opinion. In 
no case shall the Company allow water loss to be greater than 15 percent. The 
water loss reduction report or the detailed analysis, whichever is submitted, shall 
be docketed as a compliance item within 13 months of the effective date of the 
order issued in this proceeding. 

2. Staff recommends that PWC prepare a report containing a detailed analysis and 
plan to reduce water loss to 10 percent or less for its Geronimo Estates, Meads 
Ranch, and Whispering Pines water systems. The water loss reduction report 
shall be docketed as a compliance item within 90 days of the effective date of the 
order issued in this proceeding. If the Company believes it is not cost effective to 
reduce the water loss to less than 10 percent, it should submit a detailed cost 
benefit analysis to support its opinion. In no case shall the Company allow water 
loss to be greater than 15 percent. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Jian W. Liu. My job title is Watermastewater Engineer. My place of 

employment is the Arizona Corporation Commission (“ACC” or “Commission”), Utilities 

Division (“Staff 7, 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same Jian W. Liu who filed Direct Testimony in this case? 

Yes, I am. 

What is the purpose of your Surrebuttal Testimony in this proceeding? 

The purpose of my Surrebuttal Testimony in this proceeding is to discuss, on behalf of 

Staff, Arizona Department of Environmental Quality (“ADEQ,) compliance, water loss 

and water supply in the East Verde Park Estates issues regarding Payson Water Company, 

Inc. (“PWC’ or “Company”). 

What is The PWC’s position regarding ADEQ compliance? 

Mr. Jason Williamson, in his rebuttal testimony, states that “Any delay in an increase in 

rates will have a dramatic impact on the Company”. 

What is the Staffs opinion regarding the ADEQ compliance issue? 

PWC is responsible for ensuring its system complies with ADEQ requirements and the 

water delivered to customers meets water quality standards. This issues to be resolved 

are: 

1. Well does not have a well vent. 
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2. No Approval to Construct (“ATC”)/Approval of Construction (“AOC”) prior to 

using well. 

Need ADWR and ADEQ numbers posted at system locations. 

Wells without ATC/AOC are connected to the distribution system. 

3. 

4. 

The Company should be able to resolve all the ADEQ compliance issues before the open 

meeting date for this rate case so there is no delay for its increase in rates. 

Therefore, Staff recommends that any increase in rates and charges approved in this 

proceeding not become effective until the first day of the month following the Company’s 

filing of an updated ADEQ Drinking Water Compliance Status Report indicating that the 

Company has resolved the four issues listed above. 

Q. 

A. 

Do you have any correction for the Table 2 in your direct testimony? 

Yes, an updated Table 2 is shown below: 

Table 2. Water Loss 

*The quantity of water sold cannot exceed the quantity of water pumped for the same 
period of time, which suggests that the water use data reported is invalid. 

Note: The bolded fonts indicate a correction made from the direct testimony. 
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Q. 
A. 

Do you have any other corrections to your direct testimony? 

Yes, the following two recommendations should supersede my recommendations 1 and 2 

in my direct testimony because of the corrections in above Table 2: 

1. Staff recommends that PWC monitor the Gisela water system and submit the 

gallons pumped and sold to determine the non-account water for one full year. 

The Company should coordinate when it reads the well meters each month with 

customer billing so that an accurate accounting is determined. The results of this 

monitoring and reporting shall be docketed as a compliance item in this case 

within 13 months of the effective date of the order issued in this proceeding. If the 

reported water loss is greater than 10 percent the Company shall prepare a report 

containing a detailed analysis and plan to reduce water loss to 10 percent or less. 

If the Company believes it is not cost effective to reduce the water loss to less than 

10 percent, it should submit a detailed cost benefit analysis to support its opinion. 

In no case shall the Company allow water loss to be greater than 15 percent. The 

water loss reduction report or the detailed analysis, whichever is submitted, shall 

be docketed as a compliance item within 13 months of the effective date of the 

order issued in this proceeding. 

2. Staff recommends that PWC prepare a report containing a detailed analysis and 

plan to reduce water loss to 10 percent or less for its Geronimo Estates, Meads 

Ranch, and Whispering Pines water systems. The water loss reduction report shall 

be docketed as a compliance item within 90 days of the effective date of the order 

issued in this proceeding. If the Company believes it is not cost effective to reduce 

the water loss to less than 10 percent, it should submit a detailed cost benefit 
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analysis to support its opinion. In no case shall the Company allow water loss to 

be greater than 15 percent. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does the Company agree with Staff's water loss calculation for the Geronimo Estates 

water system? 

No. The PWC shows 10 percent water loss versus 10.21 percent by Staff. 

Staff agrees with the Company that the Geronimo Estates water loss is near the threshold 

of 10 percent. Staff continues to recommend the above recommendation #2 for the 

Geronimo Estates water system. 

Is the Company opposed to Staff's recommendation that the Company conduct a 

study regarding the East Verde Park Estates water system water supply situation? 

No. The Company does request that the time fi-ame for completing this study should be at 

least one year from a decision in this case. PWC's request is reasonable. Therefore, Staff 

recommends that the Company file documentation showing the Company's long-term 

plan to address its water supply problem in the East Verde Park Estates water system. 

This documentation should be filed as a compliance item with Docket Control within 

twelve months of the effective date of the Commission Decision in this matter. Staff 

M e r  recommends that a moratorium on new connections be implemented in the East 

Verde Park Estates water system until the Company can solve the water supply shortages. 

Did you attempt to address every issue the Company raised in its Rebuttal 

Testimony? 

No. Staff limited its discussion to the specific issue as outlined above. Staffs lack of 

response to any issue in this proceeding should not be construed as agreement with the 
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Company’s position in its Rebuttal Testimony; rather where there is no response, Staff 

relies on its original Direct Testimony. 

Q. 
A. 

Does this conclude your Surrebuttal Testimony? 

Yes, it does. 
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Staff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following the Payson Water Company, Inc. 
(“PWC” or “Company”) filing of either an updated Arizona Department of Environmental 
Quality (“ADEQ”) Drinking Water Compliance Status Report indicating that the Company is in 
compliance with ADEQ requirements for all of its water systems or the Company enters into a 
Consent Agreement with ADEQ to address its Notice of Violation. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Please state your name, occupation, and business address. 

My name is Jian W. Liu. My job title is WaterNastewater Engineer. My place of 

employment is the Arizona Corporation Commission (“ACC” or “Commission”), Utilities 

Division (“Staff ’), 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same Jian W. Liu who filed Direct Testimony in this case? 

Yes, I am. 

What is the purpose of your Supplemental Testimony in this proceeding? 

The purpose of my Supplemental Testimony in this proceeding is to make following 

recommendation which is a modification to Staffs original recommendation regarding 

when rates should become effective in relation to compliance with the Arizona 

Department of Environmental Quality (“ADEQ’). 

Staff recommends that any increase in rates and charges approved in this proceeding not 

become effective until the first day of the month following the Payson Water Company, 

Inc. (“PWC” or “Company”) filing of either an updated ADEQ DIlnking Water 

Compliance Status Report indicating that the Company is in compliance with ADEQ 

requirements for all of its water systems or the Company enters into a Consent Agreement 

with ADEQ to address its Notice of Violation. 

Does this conclude your Supplemental Testimony? 

Yes, it does. 
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EXECUTIVE SUMMARY 
PAYSON WATER COMPANY 

DOCKET NO. W-03514A-13-0111, ET AL 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a capital structure for Payson 
Water Company (“Company”) for this proceeding consisting of 52.8 percent debt and 47.2 
percent equity. 

Cost of Equity - Staff recommends that the Commission adopt a 9.0 percent return on equity 
(“ROE”) for the Co Staffs estimated ROE for the Company is based on the 8.4 percent 
average of its disco h flow method (“DCF”) and capital asset pricing model (“CAPM’) 
cost of equity metho sti.mates for the sample companies of 8.8 percent for the DCF and 
8.0 percent for the CAPM. Staff’s recommended ROE includes an upward economic assessment 
adjustment of 60 basis points (0.6 percent). 

Cost of Debt - Staff recommends that the Commission adopt a 4.2 percent cost of debt for the 
Company. 

Overall Rate of Return - Staff recommends that the Commission adopt a 6.4 percent overall rate 
of return. 

Mr. Bourassa’s Testimony - The Commission should reject the Company’s proposed 11.0 
percent ROE for the following reasons: 

Mr. Bourassa’s primary Future Growth DCF estimates rely exclusively on analysts’ 
forecasts of earnings per share growth. Effectively, MI-. Bourassa’s overall DCF estimate 
is weighted 75 percent by his Future Growth DCF estimates. Mr. Bourassa’s CAPM 
estimates are inflated due to use of a forecasted risk-free rate. Mr. Bourassa’s proposed 
ROE includes an upward 200 basis point small company risk premium adjustment. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, h z o n a  85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in 

utility rate applications and other financial matters, including studies to estimate the cost 

of capital component in rate filings used to determine the overall revenue requirement, and 

for .preparing written reports, testimonies and schedules to present Staffs 

recommendations to the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Administration degree with an emphasis in Finance from Arizona State University. While 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as 

Staffs cost of capital witness in rate case evidentiary proceedings in my current as well as 

in a past tenure as a Commission employee. 

What is the scope of your testimony in this case? 

My testimony provides Staffs recommended capital structure, return on equity (“ROE”) 

and overall rate of return (“ROR,) for establishing the revenue requirements for Payson 
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Water Company (“Payson Water” or “Company”) in the Company’s pending water rate 

application. 

Q. 
A. 

Please provide a brief description of Payson Water. 

Payson Water is an Arizona public service corporation engaged in providing water utility 

services in portions of Gila County, Arizona, pursuant to certificates of convenience and 

necessity granted by the Arizona Corporation Commission (“Commission”). During the 

test year ending December 31, 2012, the Company served approximately 1,114 water 

connections. 

Summary of Testimony and Recommendations 

Q. 
A. 

Q. 
A. 

Briefly summarize how Staffs cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in eleven sections. Section I is this 

introduction. Section 11 discusses the concept of weighted average cost of capital 

(“WACC”). Section 111 presents the concept of capital structure and presents Staffs 

recommended capital structure for Payson Water in this proceeding. Section N presents 

S t a r s  cost of debt for Payson Water. Section V discusses the concepts of ROE and risk. 

Section VI presents the methods employed by Staff to estimate Payson Water’s ROE. 

Section VII presents the findings of Staffs ROE analysis. Section VIII presents Staffs 

final cost of equity estimates for Payson Water. Section IX presents Staffs ROR 

recommendation. Finally, Section X presents Staffs comments on the direct testimony of 

the Company’s witness, Mr. Thomas J. Bourassa. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I prepared nine schedules (JAC-1 to JAC-9) which support Staffs cost of capital 

analysis. Additionally, Staff has prepared one exhibit (JAC-A). 
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Q. 

A. 

What is Staffs recommended rate of return for Payson Water? 

Staff recommends a 6.4 percent overall ROR, as shown in Schedule JAC-1. Staffs ROR 

recommendation is based on the following: (1) a pro forma capital structure composed of 

52.8 percent debt and 47.2 percent equity, (2) the simple averaging of the cost of equity 

estimate for the sample companies of 8.8 percent from the discounted cash flow (“DCF”) 

method and 8.0 percent from the capital asset pricing model (“CAPM’), plus the adoption 

of a 60 basis point upward economic assessment adjustment, and (3) a cost of debt of 4.2 

percent. 

Payson Water’s Proposed Overall Rate of Return 

Q. Briefly summarize Payson Water’s proposed capital structure, cost of debt, ROE and 

overall ROR for this proceeding. 

Table 1 summarizes the Company’s proposed capital structure, cost of debt, ROE and 

overall ROR in this proceeding: 

A. 

Table 1 
Weighted 

Weight Cost cost 
Long-term Debt 0.00% 0.00% 0.00% 
Common Equity 100.00% 11 .OO% 11.00% 
Cost of CapitaVROR 11.00% 

Payson Water is proposing an overall rate of return of 11 .OO percent. 
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II. 

Q. 
A. 

Q.. 
A. 

Q. 
A. 

Q. 
A. 

THE WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect 

for investing their financial resources in a determined business venture over another 

business venture. 

What is the overall cost of capital? 

The cost of capital to a company issuing a variety of securities (i.e., stock and 

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the 

relative amounts for each security in the company's entire capital structure. Thus, the 

overall cost of capital is the WACC. 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a firm's securities. 

The WACC formula is: 

Equation 1. 
n 

WACC = w i * r i  

i =  1 

In this equation, Wi is the weight given to the i* security (the proportion of the i* security 

relative to the portfolio) and ri is the expected return on the i* security. 

Can you provide an example demonstrating application of Equation l? 

Yes. For this example, assume that an entity has a capital structure composed of 60 

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 
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percent and the expected return on equity, i.e., the cost of equity, is 10.5 percent. 

Calculation of the WACC is as follows: 

WACC = (60% * 6.0%) + (40% * 10.5%) 

WACC =3.60%+4.20% 

WACC = 7.80% 

The weighted average cost of capital in this example is 7.80 percent. The entity in this 

example would need to earn an overall rate of return of 7.80 percent to cover its cost of 

capital. 

III. CAPITAL STRUCTURE 

Background 

Q. Please explain the capital structure concept. 

A. The capital structure of a fm is the relative proportions of each type of security-short- 

term debt, long-term debt (including capital leases), preferred stock and common stock- 

that are used to finance the firm’s assets. 

Q. 

A. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of 

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and 

common stock) relative to the entire capital structure. 

As an example, the capital structure for an entity that is financed by $20,000 of short-term 

debt, $85,000 of long-term debt (including capital leases), $15,000 of preferred stock and 

$80,000 of common stock is shown in Table 2. 
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% 1  
Short-Term Debt 
Lone-Term Debt 

$20,000 ($20,000/$200,000) 1 10.0% 
$85.000 ~$85.000/$200.000~ I 42.5% 

Preferred Stock 
Common Stock 
Total 

The capital structure in this example is composed of 10.0 percent short-term Luvt, I 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common stock. 

$1 5,000 ($1 5,000/$200,000) 7.5% 
$80,000 ($80,000/$200,000) 40.0% 

$200,000 100% 

2.5 

Payson Water’s Capital Structure 

Q. 
A. 

Q. 

A. 

What capital structure does Payson Water propose? 

The Company prqposes a capital structure composed of 0.00 percent debt and 100.00 

percent common equity. Payson Water’s proposed capital structure reflects the 

Company’s actual capital structure as of the test year ending December 3 1,2012. 

How does Payson Water’s proposed capital structure compare to the capital 

structures of publicly-traded water utilities? 

Schedule JAC-4 shows the capital structures of seven publicly-traded water companies 

(“sample water companies” or “sample water utilities”) as of December 2012. The 

average capital structure for the sample water utilities is comprised of approximately 50.3 

percent debt and 49.7 percent equity. 

S t a f s  Capital Structure 

Q. 

A. 

What is Staff‘s recommended capital structure for Payson Water? 

Staff recommends a pro forma capital structure composed of 52.8 percent debt and 47.2 

percent equity. Staffs recommended pro forma capital structure reflects the Company’s 
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actual capital structure as of the December 31, 2012, test-year end, adjusted to reflect 

inclusion of the combined $1,179,650 WIFA loan debt requested by the Company in 

Phase I and Phase II of the financing portion of this consolidated rate/financing docket.’ 

Iv. 
Q. 
A. 

Q. 
A. 

V. 

COST OF DEBT 

What is the cost of debt proposed by the Company in this proceeding? 

Payson Water proposes a cost of debt of 0.0 percent. This is due to the Company having a 

test year ending December 31,2012 capital structure comprised of 100.0 percent equity. 

What cost of debt does Staff recommend for Payson Water in this proceeding? 

Staff recommends a cost of debt of 4.2 percent. 

RETURN ON EQUITY 

Background 

Q. Please define the term “cost of equity capital.” 

A. The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the 

investors’ expected rate of return on other investments of similar risk. As investors have a 

wide selection of stocks to choose from, they will choose stocks with similar risks but 

higher returns. Therefore, the market determines the entity’s cost of equity. 

’ The Company’s financing application initially requested Commission authorization for $1,238,000 in WIFA loan 
debt. Pursuant to a Procedural Order, dated August 26, 2013, the financing and rate dockets were consolidated, and 
pursuant to a Stipulation for Procedural Order Bifurcating Proceeding and Establishing Case Schedule, the financing 
potion was divided into two parts. In Phase I, the Company requested authorization for $275,000 in WIFA loan 
debt. In a Staff Report dated September 18, 2013, Staff recommended approval of the requested Phase I financing, 
and the debt was authorized by the Commission in Decision No. 74175, dated September 25,2013. Payson Water 
subsequently revised its request for the Phase 11 portion, seeking authorization for $904,650 in additional WIFA debt. 
In separate testimony to be filed jointly with th~s  testimony, Staff recommends approval the Company’s requested 
Phase II debt. Thus the $1,179,650 WIFA debt included in Staff‘s recommended pro forma capital structure consists 
of the authorized Phase I debt ($275,000) and the Staff recommended Phase I1 debt ($904,650). 
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Q. 

A. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. This relationship is reflected in the CAPM formula. 

The CAPM is a market-based model employed by Staff for estimating the cost of equity. 

The CAPM is further discussed in Section VI of this testimony. 

Q. 

A. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and 

identify trends. Chart 1 graphs intermediate U.S. treasury rates from January 4, 2002 to 

May 31,2013. 

Chart 1 : Average Yield on 5-,7-, & IO-Year 
Treasuries 
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As shown in Chart 1, intermediate-term interest rates trended downward from 2002 to 

mid-2003, trended upward through mid-2007, and have generally trended downward since 

that time. 

Q. What has been the general trend in interest rates longer term? 

A. US.  Treasury rates fiom January 1962- May 2013 are shown in Chart 2. The chart shows 

that interest rates trended upward through the mid-1980s and have trended downward 

since that time. 

Chart 2 : 5 -  History of and IO-Year Treasury Yields 

20% 

0% I 1 1 1 1 1 1 1 1 1 1 
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Source: Federal Reserve 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Risk 

Q. 
A. 

Do these trends suggest anything in terms of cost of equity? 

Yes. As previously noted, interest rates and the cost of equity tend to move in the same 

direction. Therefore, the cost of equity has declined over the past 25 years. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors’ expected returns and not realized returns. 

Is there any information available that leads to an understanding of the relationship 

between the equity returns required for a regulated water utility and those required 

in the market as a whole? 

Yes. A comparison of betas, a component of the CAPM discussed in Section VI, for the 

water utility industry and the market provide insight into this relationship. In theory, the 

market has a beta value of 1.0, with stocks bearing greater risk (less risk) than the market 

having beta values higher than (lower than) 1 .O, respectively. Furthermore, in accordance 

with the CAPM, the cost of equity capital moves in the same direction as beta. Therefore, 

because the average beta value (0.71)2 for a water utility is less than 1.0, the required 

return on equity for a regulated water utility is below that of the market as a whole. 

Please define risk in relation to cost of capital. 

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a 

particular security. Investors are risk averse and require a greater potential return to invest 

in relatively greater risk opportunities, i.e., investors require compensation for takmg on 

additional risk. Risk is generally separated into two components. Those components are 

market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific risk). 

See Schedule JAC-7. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What is market risk? 

Market risk, or systematic risk, is the risk of an investment that cannot be reduced through 

diversification. Market risk stems from factors that affect all securities, such as 

recessions, war, inflation and high interest rates. Since these factors affect the entire 

market they cannot be eliminated through diversification. Market risk does not impact 

each security to the same degree. The degree to which a given security’s return is affected 

by market fluctuations can be measured using Beta. Beta reflects the business risk and the 

financial risk of a security. 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in a f m ’ s  operations and 

environment, such as competition and adverse economic conditions that may impair its 

ability to provide returns on investment. Companies in the same or similar line of 

business tend to experience the same fluctuations in business cycles. 

Please define financial risk. 

Financial risk is the fluctuation of earnings inherent in the use of debt financing that may 

impair a firm’s ability to provide adequate returns; the higher the percentage of debt in a 

company’s capital structure, the greater its exposure to financial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 

Is a firm subject to any other risk? 

Yes. Examples 

unsystematic risk include losses caused by labor problems, nationalization of assets, 1 

Firms are also subject to unsystematic or fm-specific risk. of 

ss 
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of a big client or weather conditions. Investors can eliminate firm-specific risk by holding 

a diverse portfolio. Thus, it is not of concern to diversified investors. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How does Payson Water’s financial risk exposure compare to that of Staffs sample 

group of water companies? 

JAC-4 shows the capital structures of the seven sample water companies as of December 

2012, and Payson Water’s pro forma adjusted capital structure as of the test year ending 

December 31, 2012. As shown, the sample water utilities were capitalized with 

approximately 50.3 percent debt and 49.7 percent equity, while Payson Water’s pro forma 

capital structure consists of 52.8 percent debt and 47.2 percent equity. Thus, compared to 

Staff‘s sample companies, Payson Water has slightly more exposure to financial risk. 

Is firm-specific risk measured by beta? 

No. Firm-specific risk is not measured by beta. 

Is the cost of equity affected by firm-specific risk? 

No. Since firm-specific risk can be eliminated through diversification, it does not affect 

the cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can eliminate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with fully-diversified investors, the 

former cannot expect to be compensated for unique risk. 
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VI. 

Introduction 

ESTIMATING THE COST OF EQUITY 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Did Staff directly estimate the cost of equity for Payson Water? 

No. Since Payson Water is not a publicly-traded company, Staff is unable to directly 

estimate its cost of equity due to the lack of firm-specific market data. Instead, Staff 

estimated the Company’s cost of equity indirectly, using a representative sample group of 

publicly-traded water utilities as a proxy, taking the average of the sample group to reduce 

the sample error resulting from random fluctuations in the market at the time the 

information is gathered. 

What sample companies did Staff select as proxies for Payson Water? 

Staffs sample consists of the following seven publicly-traded water utilities: American 

States Water, California Water, Aqua America, Connecticut Water Service, Middlesex 

Water, SJW Corporation and York Water. Staff selected these companies because they 

are publicly-traded and receive the majority of their earnings fiom regulated operations. 

What models did Staff implement to estimate Payson Water’s cost of equity? 

Staff used two market-based models to estimate the cost of equity for Payson Water: the 

DCF model and the CAPM. 

Please explain why Staff chose the DCF and CAPM models. 

Staff chose to use the DCF and CAPM models because they are widely-recognized 

market-based models and have been used extensively to estimate the cost of equity. An 

explanation of the DCF and CAF’M models follows. 
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Discounted Cash Flow Model Analysis 

Q. 

A. 

Q. 
A. 

Please provide a brief summary of the theory upon which the DCF method of 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment 

is equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered 

the DCF method in the 1960s. The DCF method has become widely used to estimate the 

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used 

the financial information for the relevant seven sample companies in the DCF model and 

averaged the results to determine an estimated cost of equity for the sample companies. 

Does Staff use more than one version of the DCF? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity's 

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 

The Constant-Growth DCF 

Q. 

A. 

What is the mathematical formula used in Staff's constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 
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Equation 2 :  

Dl K = - + g  
P, 

where: K = the cost of equity 
D, = the expected annual dividend 
P, = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that its 

earnings are expected to grow at a constant rate. Accordmg to Equation 2, a stock with a 

current market price of $10 per share, an expected annual dividend of $0.45 per share and 

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity 

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the 

3.0 percent annual dividend growth rate. 

Q. 

A. 

Q. 

A. 

How did Staff calculate the expected dividend yield   PO) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing the 

expected annual dividend @I) by the spot stock price (PO) after the close of market on 

October 16,20 13 , as reported by MSN Money. 

Why did Staff use the October 16, 2013 spot price rather than a historical average 

stock price to calculate the dividend yield component of the DCF formula? 

The current, rather than historic, market price is used in order to be consistent with 

financial theory. In accordance with the Efficient Market Hypothesis, the current stock 

price is reflective of all available information on a stock, and as such reveals investors’ 

expectations of hture returns. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

How did Staff estimate the dividend growth (g) component of the constant-growth 

DCF model represented by Equation 2? 

The dividend growth component used by Staff is determined by the average of six 

different estimation methods, as shown in Schedule JAC-8. Staff calculated historical and 

projected growth estimates on dividend-per-share (“DPS”),3 earnings-per-share (“EPS”)4 

and sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of 

the constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue 

indefinitely. In the long term, dividend distributions are dependent on earnings. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate 

for each of its sample companies over the 10-year period, 2002-2012. As shown in 

Schedule JAC-5, the average historical DPS growth rate for the sample was 3.6 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from Value Line through the period 20 16-20 1 8. The average projected DPS growth rate is 

5.5 percent, as shown in Schedule JAC-5. 

Derived from information provided by Value Line. 
Derived from information provided by Value Line. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate 

for each of its sample companies over the 10-year period 2002-2012. As shown in 

Schedule JAC-5, the average historical EPS growth rate for the sample was 5.1 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from Value Line through the period 20 16-201 8. The average projected EPS growth rate is 

5.6 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms (br) to their respective stock financing growth rate terms (vs), 

as shown in Schedule JAC-6. 

What is retention growth? 

Retention growth is the growth in dividends due to the retention of earnings. The 

retention growth concept is based on the theory that dividend growth cannot be achieved 

unless the company retains and reinvests some of its earnings. The retention growth is 

used in Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the booWaccounting 

return on equity. The retention growth rate formula is: 
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Equation 3 : 
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountinghook return on common equity 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period 2002-2012. As shown in Schedule JAC-6, the historical average 

retention (br) growth rate for the sample is 2.7 percent. 

How did Staff estimate its projected retention growth rate @r) for the sample water 

utilities? 

Staff used the Value Line retention growth projections for the sample water utilities for the 

period 2016-2018. As shown in Schedule JAC-6, the projected average retention growth 

rate for the sample companies is 3.8 percent. 

When can retention growth provide a reasonable estimate of future dividend 

growth? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market- 

to-book ratio”) is expected to be 1.0. The average retention ratio has been reasonably 

constant in recent years. However, the market-to-book ratio for the sample water utilities 

is 2.2, notably higher than 1.0, as shown in Schedule JAC-7. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to 

earn an accountinghook return on its equity that exceeds its cost of equity. The 

relationship between required returns and expected cash flows is readily observed in the 

fixed securities market. For example, assume an entity contemplating issuance of bonds 

with a face value of $10 million at either 6 percent or 8 percent and, thus, paying annual 

interest of $600,000 or $800,000, respectively. Regardless of investors’ required return on 

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent 

than if the bonds are issued at 6 percent. For example, if the current interest rate required 

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and 

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9 

percent return and expect an entity to earn accountinghook returns of 13 percent, the 

market will bid up the price of the entity’s stock to provide the required return of 9 

percent. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 

1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio (br) term to calculate its historical and projected sustainable growth rates. 

Do the historical and projected sustainable growth rates Staff uses to develop its 

DCF cost of equity in this case continue to include a stock financing growth rate 

term? 

Yes. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is stock financing growth? 

Stock financing growth is the growth in an entity’s dividends due to the sale of stock by 

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost of Capital to a Public Utility.5 Stock financing growth is the product 

of the fraction of the funds raised fiom the sale of stock that accrues to existing 

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of 

stock by the existing common equity (s). 

What is the mathematical formula for the stock fmancing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4 :  
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

commonequity . 

s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable v presented above calculated? 

Variable v is calculated as follows: 

Equation 5: 

book value 
market value 

v = 1-[ 1 
For example, assume that a share of stock has a $30 book value and is selling for $45. 

Then, to find the value of v, the formula is applied: 

Gordon, Myron J. The Cost of Capital to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 3 1-35. 
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v = l-(Z) 

Q. 
A. 

Q. 
A. 

In thi example, v is equal to 0.33. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6: 

Funds raised fiom the issuance of stock 
s = 

Total existing common equity before the issuance 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied: 

= ($1 
In this example, s is equal to 20.0 percent. 

What is the vs term when the market-to-book ratio is equal to l.O? 

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, Le., the term v is equal to zero (0.0). 

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is 

zero, dividend growth depends solely on the br term. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is the effect of the vs term when the market-to-book ratio is greater than 1.0? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment greater than the cost of equity. 

Equation 5 shows that, when the market-to-book ratio is greater than 1 .O, the v term is also 

greater than zero. The excess by which new shares are issued and sold over book value 

per share of outstanding stock is a contribution that accrues to existing stockholders in the 

form of a higher book value. The resulting higher book value leads to higher expected 

earnings and dividends. Continued growth from the vs term is dependent upon the 

continued issuance and sale of additional shares at a price that exceeds book value per 

share. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 2.4 percent for the sample water 

utilities, as shown in Schedule JAC-6. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result 

of investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Holding all other factors constant, one would expect market forces to move the company’s 

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations 

of reduced expected future cash flows. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised fkom the sale of stock by the entity accrues to the benefit of existing shareholders 

because the v term equals to zero and, consequently, the vs term also equals zero. When 

the market-to-book ratio equals 1.0, dividend growth depends solely on the br term. 

Staffs inclusion of the vs term assumes that the market-to-book ratio continues to exceed 

1.0 and that the water utilities will continue to issue and sell stock at prices above book 

value with the effect of benefitting existing shareholders. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 5.1 percent based on an analysis of 

earnings retention for the sample water companies. Staff's projected sustainable growth 

rate is 6.2 percent based on retention growth projected by Value Line. Schedule JAC-6 

presents Staffs estimates of the sustainable growth rate. 

What is Staff's expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate (g) is 5.2 percent, which is the average of historical 

and projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the 

expected infinite annual growth rate in dividends is shown in Schedule JAC-8. 

What is Staff's constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.2 percent, as shown in Schedule JAC-3. 
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The Multi-Stage DCF 

Q. Why did Staff implement the multi-stage DCF model to estimate Payson Water's 

cost of equity? 

A. Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth; the first 

stage (near-term) having a duration of four years, followed by a second stage (long-term) 

of constant growth. 

Q. 

A. 

What is the mathematical formula for the multi-stage DCF? 

The multi-stage DCF formula is shown in the following equation: 

Equation 7 : 

Where : P, = currentstockprice 
Dt = dividends expected during stage 1 

K = costofequity 
TI = yearsof non-constant growth 

On = dividend expected in year n 
gn = constant rate of growth expected after year n 

Q. 

A. 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using near- 

term and long-term growth rates. Second, Staff calculated the rate (cost of equity) which 

equates the present value of the forecasted dividends to the current stock price for each of 

the sample water utilities. Lastly, Staff calculated an overall sample average cost of 

equity estimate. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Value Line’s projected dividends for the next twelve 

months, when available, and on the average dividend growth (g) rate of 5.2 percent, 

calculated in Staffs constant DCF analysis for the remainder of the stage. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product (“GDP”) from 1929 to 2012.6 Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overall economy. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

What is Staffs multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.4 percent, as shown in Schedule JAC-3. 

What is Staffs overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.8 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (8.2%) and multi-stage DCF (9.4%) estimates, as 

shown in Schedule JAC-3. 

Capital Asset Pricing Model 

Q. Please describe the CAPM. 

A. The CAPM is used to determine the prices of securities in a competitive market. The 

CAPM model describes the relationship between a security’s investment risk and its 

www.bea.doc.gov. 

http://www.bea.doc.gov
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Q. 

A. 

Q. 
A. 

market rate of return. Under the C U M ,  an investor requires the expected return of a 

security to equal the rate on a risk-free security plus a risk premium. If the investor’s 

expected return does not meet or beat the required return, the investment is not 

economically justified. The model also assumes that investors will sufficiently diversify 

their investments to eliminate any non-systematic or unique risk? In 1990, Professors 

Harry Markowitz, William Sharpe, and Merton Miller earned the Nobel Prize in 

Economic Sciences for their contribution to the development of the CAPM. 

Did Staff use the same sample water utilities in its CAPM and DCF cost of equity 

estimation analyses? 

Yes. Staffs CAPM cost of equity estimation analysis uses the same sample water 

companies as its DCF cost of equity estimation analysis. 

What is the mathematical formula for the CAPM? 

The mathematical formula for the CAPM is: 

Equation 8 : 
K = R f + P ( R , - R f )  

where : Rf = risk free rate 

Rrn = retumonmarket 
P = beta 

R, - Rr 
K = expected return 

= market risk premium 

~~~~ 

’ The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securiti 
market; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5 )  the existence of a risk-free rate; 
and 6)  homogeneous expectations. 
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The equation shows that the expected return (K) on a risky asset is equal to the risk-free 

interest rate (Rf ) plus the product of the market risk premium (Rm - Rf) muhiplied by beta 

(p) where beta represents the riskiness of the investment relative to the market. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is the risk-free rate? 

The risk-free rate is the rate of return of an investment free of default risk. 

What does Staff use as surrogates to represent estimations of the risk-free rates of 

interest in its historical and current market risk premium CAPM methods? 

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of 

interest for the historical market risk premium CAPM cost of equity estimation and the 

current market risk premium CAPM cost of equity estimation. Staff uses the average of 

three (5-, 7-, and 10-year) intermediate-term U.S. Treasury securities’ spot rates in its 

historical market risk premium CAPM cost of equity estimation, and the 30-year US. 

Treasury bond spot rate in its current market risk premium CAPM cost of equity 

estimation. Rates on U.S. Treasuries are largely verifiable and readily available. 

What does beta measure? 

Beta is a measure of a security’s price volatility, or systematic risk, relative to the market 

as a whole. Since systematic risk cannot be diversified away, it is the only risk that is 

relevant when estimating a security’s required return. Using a baseline market beta 

coefficient of 1.0, a security having a beta value less than 1.0 will be less volatile (i.e., less 

risky) than the market. A security with a beta value greater than 1.0 will be more volatile 

(i.e., more risky) than the market. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

How did Staff estimate Payson Water’s beta? 

Staff used the average of the Value Line betas for the sample water utilities as a proxy for 

the Company’s beta. Schedule JAC-7 shows the Value Line betas for each of the sample 

water utilities. The 0.71 average beta coefficient for the sample water utilities is Staffs 

estimated beta value for Payson Water. A security with a beta value of 0.71 has less 

volatility than the market. 

What is the market risk premium (Rm - Rf)? 

The market risk premium is the expected return on the market, minus the risk-free rate. 

Simplified, it is the return an investor expects as compensation for market risk. 

What did Staff use for the market risk premium? 

Staff uses separate calculations for the market risk premium in its historical and current 

market risk premium CAPM methods. 

How did Staff calculate an estimate for the market risk premium in its historical 

market risk premium CAPM method? 

Staff uses the intermediate-term government bond income returns published in the 

Ibbotson Associates’ Stocks, Bonds, Bills, and Inflation 201 3 Classic Yearbook to 

calculate the historical market risk premium. Ibbotson Associates calculates the historical 

risk premium by averaging the historical arithmetic differences between the S&P 500 and 

the intermediate-term government bond income returns for the period 1926-2012. Staffs 

historical market risk premium estimate is 7.2 percent, as shown in Schedule JAC-3. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

How did Staff calculate an estimate for the market risk premium in its current 

market risk premium CAPM method? 

Staff solves equation 8 above to amve at a market risk premium using a DCF-derived 

expected return (K) of 10.88 (2.1 + 8.788) percent using the expected dividend yield (2.1 

percent over the next twelve months) and the annual per share growth rate (8.78 percent) 

that Value Line projects over the next three to five years for all dividend-paying stocks 

under its reviewg along with the current long-term risk-free rate (30-year Treasury note at 

3.72 percent) and the market’s average beta of 1.0. Staff calculated the current market 

risk premium as 7.16 percent,” as shown in Schedule JAC-3. 

What is the result of Staffs historical market risk premium CAPM and current 

market risk premium CAPM cost of equity estimations for the sample utilities? 

Staffs cost of equity estimates are 7.2 percent using the historical market risk premium 

CAPM and 8.8 percent using the current market risk premium CAPM. 

What is Staffs overall CAPM estimate for the sample utilities? 

Staffs overall CAPM cost of equity estimate is 8.0 percent which is the average of the 

historical market risk premium CAPM (7.2 percent) and the current market risk premium 

CAPM (8.8 percent) estimates, as shown in Schedule JAC-3. 

The three to five year price appreciation is 40%. 1.40°.25 - 1 = 8.78%. 
October 18,2013 issue date. 

l o  10.88% = 3.72% + (1) (7.16%). 
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VII. 

Q. 

A. 

Q. 

A. 

SUMMARY OF STAFF’S COST OF EQUITY ANALYSIS 

What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

k = 3.0% + 5.2% 

k = 8.2% 

Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 

8.2 percent. 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. 

Staffs multi-stage DCF analysis is: 

The result of 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 

York Water 
S J W  Corp 

Average 

Equity Cost 
Estimate (k) 

9.2% 
9.6% 
8.8% 
9.6% 

10.1% 
9.0% 
9.2% 

9.4% 
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Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.4 

percent. 

Q. 
A. 

Q- 

A. 

Q. 

A. 

What is Staffs overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.8 percent. 

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant 

growth DCF (8.2 percent) and Staffs multi-stage DCF (9.4 percent) estimates, as shown 

in Schedule JAC-3. 

What is the result of Staffs historical market risk premium CAPM analysis to 

estimate of the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the historical risk 

premium estimate. The result is as follows: 

k = 2.1% + 0.71 * 7.2% 

k = 7.2% 

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity to 

the sample water utilities is 7.2 percent. 

What is the result of Staffs current market risk premium CAPM analysis to 

estimate the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the current market risk 

premium estimate. The result is: 

k = 3.7% + 0.71 * 7.2% 
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k = 8.8% 

Q. 
A. 

Q. 
A. 

VIIl. 

Q. 

A. 

Staffs CAPM estimate (using Llle current market risk premium) of the cost of equity to the 

sample water utilities is 8.8 percent. 

What is Staff‘s overall CAPM estimate of the cost of equity for the sample utilities? 

Staffs overall CAPM estimate for the sample utilities is 8.0 percent. Staffs overall 

CAPM estimate is the average of the historical market risk premium CAPM (7.2 percent) 

and the current market risk premium CAPM (8.8 percent) estimates, as shown in Schedule 

JAC-3. 

Please summarize the results of Staffs cost of equity analysis for the sample utilities. 

The following table shows the results of Staffs cost of equity analysis: 

Table 2 
Method Estimate 

Average DCF Estimate 8.8% 
Average CAPM Estimate 8.0% 

Overall Average 8.4% 

Staffs average estimate of the cost of equity to the sample water utilities is 8.4 percent. 

FINAL COST OF EQUITY ESTIMATES FOR PAYSON WATER 

Please compare Payson Water’s capital structure to that of Staffs seven sample 

companies . 
The average capital structure for the sample.water utilities is composed of 50.3 percent 

debt and 49.7 percent equity, as shown in Schedule JAC-4. In contrast, Payson Water’s 
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Staff recommended pro forma capital structure is composed of 52.8 percent debt and 47.2 

percent equity. Since this pro forma capital structure is more highly leveraged than that of 

the average sample water utility, Payson Water’s stockholders bear incrementally greater 

financial risk than do equity shareholders of the sample utilities. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

In view of Payson Water’s additional exposure to financial risk, does Staff 

recommend that an upward financial risk adjustment be made to the Company’s 

cost of equity in this proceeding? 

No. Staff considers a capital structure comprised of between 60 percent debt and 40 

percent equity to be reasonably balanced and economical, and recommends an upward 

financial risk adjustment only when the subject utility’s debt component exceeds 60 

percent. Because the debt component of Staffs recommended pro forma capital structure 

for the Company does not meet this condition, Staff does not recommend that an upward 

financial risk adjustment be made to the cost of equity. 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an upward economic assessment adjustment to the cost 

of equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward economic 

assessment adjustment, as shown in Schedule JAC-3. 

What is Staffs ROE estimate for Payson Water? 

Staff determined an ROE estimate of 8.4 percent for Payson Water based on cost of equity 

estimates for the sample companies of 8.8 percent for the DCF and 8.0 percent for the 

CAPM. Staff recommends adoption of a 60 basis point upward economic assessment 
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adjustment, resulting in a 9.0 percent Staff-recommended cost of equity, as shown in 

Schedule JAC-3. 

Ix. 
Q* 
A. 

X. 

Q. 
A. 

RATE OF RETURN RECOMMENDATION 

What overall rate of return did Staff determine for Payson Water? 

Staff determined a 6.4 percent ROR for the Company, as shown in Schedule JAC-1 and 

the following table: 

Table 3 

Weighted 
Weight Cost Cost 

Long-term Debt 52.8% 4.2% 2.2% 
Common Equity 47.2% 9.0% 4.2% 

Overall ROR 

STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS M R .  

THOMAS J. BOURASSA 

Please summarize Mr. Bourassa’s analyses and recommendations. 

Mr. Bourassa recommends an 11 .OO percent ROE based on estimates derived from two 

constant growth DCF analyses, two CAPM analyses, and two Build-up risk premium 

models designed as a check for reasonableness to his DCF and CAPM results, using a 

proxy sample of six publicly-traded water companies. He proposes a capital structure 

consisting of 0.00 percent debt and 100.00 percent equity; his proposed cost of debt is 

0.00 percent. Mr. Bourassa’s recommended ROE includes a downward 90 basis point (0.9 

percent) financial risk adjustment and an upward 200 basis point (2.0 percent) small 

company risk premium. His overall recommended rate of return for the Company is 1 1 .OO 

percent. 
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For purposes of his constant growth DCF analyses, Mi-. Bourassa gives a 50 percent 

weight to the estimates derived from his Future Growth DCF model and a 50 percent 

weight to the estimates derived from his Past and Future Growth DCF Model. In his 

primary Future Growth DCF model, MI. Bourassa relies exclusively on analysts’ forecasts 

of EPS growth to estimate the dividend growth (g) component (See TJB Schedule D-4.6). 

In his Past and Future Growth DCF model, Mr. Bourassa estimates his dividend growth 

(g) rate by giving 50 percent weight to historical measures of growth in annual share price, 

BVPS, EPS and DPS over a five-year period, and 50 percent weight to the dividend 

growth rate obtained from his primary Future Growth DCF model (See TJB Schedule D- 

4.4). Thus, for purposes of the overall dividend growth (g) rate used in his constant 

growth DCF analyses, MI. Bourassa effectiv.ely gives a 75 percent weight to the results 

obtained from analysts forecasts’ for EPS growth and only a 25 percent weight to the 

results obtained fiom historical measures of dividend growth (See TJI3 Schedule D-4.8). 

For purposes of his CAPM analyses, Mr. Bourassa presents estimates based upon both 

historical and current market risk premia. In both, however, he uses a 3.9 percent 

forecasted risk free (Rf) rate based, in part, upon estimates from Value Line and Blue Chip 

Consensus Forecasts for the 30-year long-term Treasury yield covering the period, 2013- 

2015 (See TJB Schedule D-4.10). 

Q. 

A. 

Does Staff have any comments on Mr. Bourassa’s sole reliance on analysts’ forecasts 

of EPS growth rates to estimate dividend growth rate (g) in his Future Growth DCF 

analysis? 

Yes. Exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not look at other relevant information 

such as historical dividend and earnings growth. Generally, analysts’ forecasts are known 
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to be overly optimistic. Sole use of analysts’ forecasts to calculate the expected dividend 

growth rate, (g), serves to idlate that component of the DCF model and, consequently, the 

estimated cost of equity. The appropriate growth rate to use in the DCF model is the 

dividend growth rate expected by investors, not by analysts. Investors are assumed to be 

rational, and as such will want to take into consideration all relevant available information 

prior to making an investment decision. Therefore, it is reasonable to assume that 

investors would consider both historical measures of past growth, as well as analysts’ 

forecasts of future growth. 

Q. 

A. 

In the narrative of his direct testimony, does Mr. Bourassa state that he relies 

.exclusively on analysts’ forecasts of EPS growth to estimate the expected dividend 

growth rate (g) in his Future Growth DCF model? 

No. Mr. Bourassa appears reluctant to acknowledge doing so, stating only that “I have 

used analyst growth forecasts, where available,”” and that “I use analysts’ forecasts of 

growth as a primary estimate of Analysts make forecasts of a variety of 

different fmanciaVinvestment growth parameters, but it is only when referring to TJB 

Schedule D-4.6 that one learns Mr. Bourassa has relied exclusively on analysts’ forecasts 

of EPS growth to estimate the dividend growth (g) rate in his Future Growth DCF model. 

Direct testimony of Mr. Thomas J. Bourassa, page 33, lines 16-17 
l2 Direct testimony of h4r. Thomas J. Bourassa, page 34, lines 4-5. 
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Q. 

A. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts’ 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts’ 

forecasts of future  earning^.'^ A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that Value Line analysts were 

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period. 

Another study conducted by David Dreman found that between 1982 and 1997, analysts 

overestimated the growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Mahel ,  of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His 

results showed that when compared with actual earnings growth rates, the 5-year forecasts 

made by professional analysts were far less accurate than estimates derived fiom several 

nayve forecasting models, such as the long-run growth rate in national income. In the 

following excerpt fiom his book, A Random Walk Down Wall Street, Professor Malkiel 

discusses the results of his study: 

When confronted with the poor record of their five-year growth 
estimates, the security analysts honestly, if sheepishly, admitted 
thatfive years ahead is really too far in advance to make reliable 
projections. They protested that although long-term projections 
are admittedly important, they really ought to be judged on their 
ability ‘to project earnings changes one year ahead. Believe it or 
not, it turned out that their one-year forecasts were even worse than 
their five-year projections. 

l3 See Seigel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. Dreman, David. 
Contrarian Investment Strateaies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, 
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier 
Bureau), FCC Docket 79-63, p. 95. 
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The analysts fought back gamely. They complained that it was 
unfair to judge their performance on a wide cross section of 
industries, because earnings for high-tech firms and various 
“cyclical” companies are notoriously hard to forecast. “Try us on 
utilities, ” one analyst confidently asserted. At the time they were 
considered among the most stable group of companies because of 
government regulation. So we tried it and they didn’t like it. Even 
the forecasts for the stable utilities were far off the mark.I4 
(Emphasis added) 

Q. 
A. 

Q. 
A. 

Are investors aware of the problems related to analysts’ forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The Wall 

Street Journal and other financial publications that cast doubt on the accuracy of research 

analysts’ forecasts. l5 Investors, being keenly aware of these inherent biases in forecasts, 

will use other methods to assess future growth. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in section VI of this testimony, the current market price of a 

stock is equal to the present value of all expected future dividends, not future earnings. 

Professor Jeremy Siege1 from the Wharton School of Finance stated: 

Note that the price of the stock is always equal to the present value 
of all future dividends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid 
as dividends or other cash disbursements at a later date. Valuing 
stock as the present discounted value of future earnings is 
manifestly wrong and greatly overstates the value of the firm.16 

. I 4  Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 
l5 See Smith, Randall & Craig, Suzanne. “Big Firms Had Research Ploy: Quiet Payments Among Rivals.” The Wall 
Street Journal. April 30,2003. Brown, Ken. “Analysts: Still Coming Up Rosy.” The Wall Street Journal. January 
27, 2003. p. C1. Karmn, Craig. “Profit Forecasts Become Anybody’s Guess.” The Wall Street Journal. January 
21, 2003. p. C1. Gasparino, Charles. “Menill Lynch Investigation Widens.” The Wall Street Journal. April 11, 
2002. p. C4. Elstein, Aaron. “Earnings Estimates Are All Over the Map.” The Wall Street Journal. August 2, 
2001. p. C1. Dreman, David. “Don’t Count on those Earnings Forecasts.” Forbes. January 26, 1998. p. 110. 
l6 Seigel, Jeremy J. Stocks for the Lone Run. 2002. McGraw-Hill. New York. P. 93. 
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For valuation purposes, therefore, earnings paid out in the form of a dividend have 

paramount relevancy to investors. Additionally, unlike earnings, dividends cannot be 

manipulated or overstated. Thus, historical DPS growth should receive appropriate 

consideration when estimating the market cost of equity in the DCF model. 

Q- 

A. 

Q. 

A. 

How does Mr. Bourassa calculate the expected dividend growth (g) rate used in his 

Past and Future Growth DCF model? 

As shown in TJB Schedule D-4.4, Mr. Bourassa estimates the expected dividend growth 

(g) rate in his Past and Future Growth DCF model17 by providing a 50 percent weightI8 to 

historical measures of growth in average annual share price, book value per share, 

earnings per share and dividends per share for his sample companies over a five-year 

periodlg and a 50 percent weight2’ to the average of analysts’ forecasts for EPS growth 

derived from his Future Growth DCF model. 

For purposes of his overall DCF estimate, what percentage weight does Mr. Bourassa 

allocate to the dividend growth (g) component derived from analysts’ forecasts of 

EPS growth in his Future Growth DCF model? 

Effectively, for purposes of his overall DCF estimate Mr. Bourassa allocates a 75 percent 

weight to the results derived from analysts’ forecasts of EPS growth in his Future Growth 

DCF Model. As noted above, TJB Schedule D-4.4 presents the results of Mr. Bourassa’s 

Past and Future Growth DCF model, which provides for an equal weighting (i.e., 50 

percent) between historical and projected measures of dividend growth. However, as 

shown in TJB Schedule D-4.8, for purposes of his overall dividend growth (g) estirnate;l 

TJB Schedule D-4.4, Column 7. 
I8 TJB Schedule D-4.4, Column 5 .  

In TJB Schedule D-4.5, Mr. Bourassa presents this same dividend growth information over a ten-year period, but 
elects not to use it for purposes of calculating his DCF estimated cost of equity. 
2o TJB Schedule D-4.4, Column 6. 
21 TJB Schedule D-4.8, Column 3. 
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Mr. Bourassa combines the average of his Past and Future Growth DCF estimatez2 with 

his average Future Growth DCF e~tirnate.2~ In so doing, Mr. Bourassa effectively gives a 

75 percent weight to the dividend growth (g) estimate derived from analysts’ forecasts of 

EPS growth in his Future Growth DCF model and only a 25 percent weight to the 

dividend growth estimate derived from historical measures of growth in his Past and 

Future Growth DCF model. 

Q. 

A. 

Does Staff have any comment on Mr. Bourassa’s use of growth in average annual 

share price to estimate the expected dividend growth (g) component in his Past and 

Future Growth DCF model? 

Yes. In and of itself, share price appreciation is not a determinant of dividend growth, and 

for this reason Staff considers its use as a growth parameter to be inappropriate. However, 

as Mr. Bourassa has utilized it as a growth parameter by which to estimate dividend 

growth, Staff would point out that in both his five- and ten-year historical growth DCF 

analyses, share price growth has exceeded that of dividend growth. Specifically, in his 

five-year lmtorical growth analysis (See TJB Schedule D-4.4), average share price growth 

(5.80%) exceeds average DPS growth (3.33%) by 77 percent (((.0580/.0333) - 1) = 77%), 

and in his ten-year historical growth analysis (See TJB Schedule D-4.5), average share 

price growth (6.88%) exceeds average DPS growth (3.08%) by 123 percent 

(((.0688/.0308) - 1) = 123%). 

” TJB Schedule D-4.8, Line 8. 
23 TJB Schedule D-4.8, Line 10. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

As it relates to the cost of equity, what is the significance of Mr. Bourassa’s sample 

water companies having experienced share price growth in excess of DPS growth 

over both the last five- and ten-year periods? 

Simply stated, it is an indication that the cost of equity for publicly-traded water utilities 

has fallen over each of the last 5- and 1 0-year periods. When the market price per share of 

common stock for a given firm rises faster than does the dividend paid on a per share 

basis, the dividend yield falls. As dividend yields fall, investors pay more for an 

equivalent unit of return on their investment, resulting in a lower cost of equity. Markets 

are efficient, and because prices for publicly traded stocks can rise only if investors are 

willing to bid up the share price, when share price growth exceeds DPS growth over a 

five- or ten-year period, the willingness of investors to continue to bid up share prices is 

reflective of investor expectations that market returns have fallen. Thus, Mr. Bourassa’s 

use of share price growth increases his cost of equity estimate at a time when share price 

growth actually reflects a decrease in cost of equity. This incongruous outcome is the 

result of choosing an inappropriate parameter for dividend growth in the DCF model. 

Turning to Mr. Bourassa’s CAPM analyses, does Staff agree with his use of a 

forecasted risk-free interest rate? 

No. The appropriate risk-free interest rate to be used is the current rate borne by investors 

in the market. Use of a forecasted risk-free rate serves to overstate the estimated market 

cost of equity. 

What risk-free rate does Mr. Bourassa use in his CAPM analyses? 

In both his historical- and current market risk premia CAPM analyses, Mr. Bourassa uses 

a forecasted risk-free rate (Rf) based, in part, upon estimates from Value Line and Blue 

Chip Consensus Forecasts for the 30-year long-term Treasury yield covering the period 
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2013-2015. The forecasted rate used by Mr. Bourassa in his CAPM analyses is 3.9 

percent. At present, the current 30-year long-term Treasury yield is 3.72 percent, which 

suggests that he has overstated the risk-free rate in his CAPM analysis by 18 basis points. 

Q. 

A. 

Does Staff have any comment regarding Mr. Bourassa’s proposed 200 basis point 

upward small company risk premium adjustment? 

Yes. While Staff would agree with the general proposition that smaller companies are 

riskier than larger companies, empirical research has demonstrated that a small company 

risk premium adjustment to the cost of equity is unwarranted for regulated utilities. 

Annie Wong, of Western Connecticut State University, conducted a study on utility 

stocks to determine if the so-called size effect exists in the utility industry, and she writes 

as follows: 

The fact that the two samples show different, though weak, results 
indicates that utility and industrial stocks do not share the same 
characteristics. First, given firm size, utility stocks are consistently less 
risky than industrial stocks. Second, industrial betas tend to decrease with 
fm size but utility betas do not. These findings may be attributed to the 
fact that all public utilities operate in an environment with regional 
monopolistic power and regulated financial structure. As a result, the 
business and financial risks are very similar among the utilities regardless 
of their size. Therefore, utility betas would not necessarily be expected to 
be related to firm size. 

The object of this study is to examine if the size effect exists in the utility 
industry. After controlling for equity values, there is some weak evidence 
that firm size is a missing factor from the CAPM for the industrial but not 
for the utility stocks. This implies that although the size phenomenon has 
been strongly documented for industrials, the jindings suggest that there is 
no need to adjust for the jirm size in utility regulations. [emphasis 
added] .24 

To underscore ths  point, Paschal1 and Hawhns write as follows: 

24 Annie Wong, ‘‘Utility Stock and the Size Effect: An Empirical Analysis,” Journal of the Midwest Finance 
Association, (1993), p.98. 
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A size premium does not automatically apply in every case. Each privately 
held company should be analyzed to determine if a size premium is 
appropriate in its particular case. There can be unusual circumstances 
where a small company has risk characteristics that make it far less risky 
than the average company, warranting the use of a very low equity risk 
premium. One possible example of this is a private water utility 
(monopoly situation, very low r i s k ,  near-guarantee of payment^).^^ 

Q. 

A. 

Does Staff have additional evidence to demonstrate that Mr. Bourassa’s proposed 

small company risk premium adjustment is without merit? 

Yes, and from a source which Mr. Bourassa, himself, relies upon for purposes of his Risk 

Premium Build-Up cost of equity estimation methodology.26 The 2012 Duff & Phelps 

Risk Premium Study includes a discussion of the size effect and the possible explanations 

for small companies having achieved historically higher returns than larger companies, 

and reads as follows: 

Traditionally, small companies are believed to have greater required rates 
of return than large companies because small companies are mherently 
riskier. It is not clear, however, whether this is due to size itself, or 
another factor closely related to size. The qualification that Banz noted in 
198 1 remains pertinent today: 

“It is not known whether size [as measured by market capitalization-ed.] 
per se is responsible for the effect or whether size is just a proxy for one or 
more true unknown factors cowelated with size. ’’ 

Practitioners know that small f m s  measured in terms of fundamental size 
measures such as assets or net income have risk characteristics that differ 
from those of large f m s .  For example, potential competitors (emphasis 
added) can more easily enter the “real” market (market for the goods 
and/or services offered to customers) of the small firm and “take” the 
value that the small fm has built. Large companies have more resources 
to better adjust to competition (emphasis added) and avoid distress in 
economic slowdowns. Small f m s  undertake less research and 
development and spend less on advertising than large firms, giving them 

25 Michael A. Paschal1 and George B. Hawkins, “Do Smaller Companies Warrant a Higher Discount Rate for Risk?: 
The ‘Size Effect’ Debate,” CCH Business VuZuation Alert, Vol. 1, Issue No. 2, December 1999. 
26 See Bourassa Direct, p.42, footnote 22. (In his testimony, Mr. Bourassa cites the Duff & Phelps 2013 Risk 
Premium Study) 
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less control over product demand and potential competition (emphasis 
added). Small firms have fewer resources to fend o~ competition 
(emphasis added) and redirect themselves after changes in the market 
occur. Smaller f m s  may have fewer analysts following them, and less 
information available about them. Smaller firms may have lesser access to 
capital, thinner management depth, greater dependency on a few large 
customers, and may be less liquid than their counterparts. Each of these 
characteristics would tend to increase the rate of return that an investor 
might demand for investing in stocks of small companies rather than 
investing in stocks of large cornpanie~.”~~ 

Q. 

A. 

Q. 

A. 

What is the significance of the above as it relates to Mr. Bourassa’s proposed 200 

basis point small company risk premium adjustment for Payson Water? 

It is clear evidence that there is no justification for such an adjustment, as the Company is 

not subject to competition from other water service providers. Upon being issued a 

Certificate of Convenience and Necessity (,‘CC&N”) by this Commission to provide 

potable water service to metered customers within its certificated service territory, Payson 

Water was granted natural monopoly status to be the exclusive provider within its service 

territory, thus immunizing the Company from market competition. 

Has the Commission previously ruled on the issue of firm size and whether it 

warrants a risk premium adjustment to the cost of equity? 

Yes. The Commission previously ruled in Decision No. 6428228 for Arizona Water that 

f m  size does not warrant recognition of a risk premium stating, “We do not agree with 

the Company’s proposal to assign a risk premium to Arizona Water based on its size 

relative to other publicly traded water utilities.. . .” The Commission confirmed its 

previous ruling in Decision No. 6472729 for Black Mountain Gas agreeing with Staff that 

“the ‘firm size phenomenon’ does not exist for regulated utilities, and that therefore there 

27 Duff & Phelps 2012 Risk Premium Study, p. 28. 
28 Dated December 28,2001. 
29 Dated April 17,2002. 
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is no need to adjust for risk for small firm size in utility regulation.” All companies have 

firm-specific risks. Therefore, the existence of unique risks for a company does not lead 

to the conclusion that its total risk is greater than other entities. Moreover, as previously 

discussed, investors cannot expect compensation for firm-specific risk since it can be 

eliminated through diversification. 

Q. 

A. 

Q. 
A. 

If the 200 basis point adjustment is removed, what would Mr. Bourassa’s ROE 

become? 

It would be 9.0 percent, the same as Staff recommends. 

Does this conclude your direct testimony? 

Yes, it does. 
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Payson Water Company Cost of Capital Calculation 
Average Capital Structure of Sample Water Utilities 

ComDanv 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Common 
Debt Equity Total 

43.3% 56.7% 100.0% 
54.2% 45.8% 100.0% 
55.2% 44.8% 100.0% 
55.3% 44.7% 100.0% 
43.1 Yo 56.9% 100.0% 
56.2% 43.8% 100.0% 
45.0% 55.0% 100.0% 

Average Sample Water Utilities 50.3% 49.7% 100.0% 

Payson Water - Pro Forma Capital Structure 52.8% 47.2% 100.0% 

Source: 
Sample Water Companies from Value Line 
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Payson Water Company Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 

Schedule JAC-5 

Company 

Dividends 
Per Share 

2002 to 2012 
DPS' 

American States Water 3.9% 
California Water 1.2% 
Aqua America 7.7% 
Connecticut Water 1.7% 
Middlesex Water 1.6% 
SJW Corp 4.4% 
York Water 4.4% 

Average Sample Water Utilities 3.6% 

Dividends 
Per Share 
Projected 

DPS' 
8.4% 
7.4% 
9.7% 
2.9% 
1.6% 
4.9% 
3.8% 

5.5% 

Earnings 
Per Share 

2002 to 201 2 
EPS' 
7.7% 
5.0% 
7.3% 
3.2% 
2.1% 
4.2% 
6.1% 

5.1 % 

____ 

Earnings 
Per Share 
Projected 

EPS' 
3.8% 
5.8% 
10.7% 
3.3% 
5.0% 
6.3% 
4.6% 

5.6% 

1 Value Line 
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Schedule JAC-6 

Payson Water Company Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utilities 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Average Sample Water Utilities 

Retention 
Growth 

2002 to 201 2 
- br 

3.8% 
2.4% 
3.9% 
2.0% 
1.2% 
3.5% 
2.2% 

2.7% 

Retention 
Growth 

Projected 
- br 

5.2% 
3.2% 
5.3% 
3.3% 
2.8% 
3.8% 
2.8% 

3.8% 

Stock 
Financing 
Growth 

vs - 

1.5% 
1.5% 
1.9% 
3.9% 
3.1 Yo 
0.1 Yo 
4.7% 

2.4% 

Sustainable 
Growth 

2002 to 201 2 
br + vs 

5.4% 
3.9% 
5.8% 
5.9% 
4.3% 
3.6% 
6.8% 

5.1% 

Sustainable 
Growth 

Projected 
br + vs 

6.7% 
4.7% 
7.2% 

5.9% 
3.9% 
7.5% 

6.2% 

7.2% 

[E]: Value Line 

[C]: Value Line 
ID]: Value Line, MSN Money, and Form IO-Ks filed with the Securities and Exchange Commission (http://www.sec.gov/) 

[El: IBl+[Dl 
[Fl: ICl+IDl . 

http://www.sec.gov
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Schedule JAC-7 

Payson Water Company Cost of Capital Calculation 
Selected Financial Data of Sample Water Utilities 

Company 
American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Average 

Spot Price 
Symbol 1011 61201 3 
AWR 27.22 
CWT 20.00 
WTR 24.49 

CTWS 31.35 
MSEX 21.01 
SJW 28.44 

YORW 21.12 

Book Value 
1 1.85 
11.68 
7.99 

14.00 
12.04 
15.27 
8.18 

M kt To 
Book 
2.3 
1.7 
3.1 
2.2 
1.7 
1.9 
- 2.6 

2.2 

Value Line 
Beta 
e 

0.70 
0.65 
0.60 
0.75 
0.70 
0.85 
0.70 

0.71 

- 

Raw 
Beta 

eraw 
0.52 
0.45 
0.37 
0.60 
0.52 
0.75 
0.52 

0.53 

[C]: Msn Money 

[D]: Value Line 

[El: IC1 I [Dl 
IF]: Value Line 

[GI: (-0.35 + [F]) 10.67 
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Schedule JAC-8 

Payson Water Company Cost of Capital Calculation 
Calculation of Expected Infinite Annual Growth in Dividends 

Sample Water Utilities 

Description 9 

DPS Growth - Historical’ 3.6% 
DPS Growth - Projected’ 5.5% 
EPS Growth - Historical’ 5.1 % 
EPS Growth - Projected’ 5.6% 
Sustainable Growth - Historical’ 5.1 % 
Sustainable Growth - Proiected’ 6.2% 

Average 5.2% 

1 Schedule JAC-5 

2 Schedule JACd 
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Projected Dividends' (Stage 1 growth) 
@ f 1  

dl  d2 d3 d4 
0.76 0.80 0.84 0.89 
0.65 0.68 0.71 0.75 
0.59 0.62 0.66 0.69 
1.01 1.07 1.12 1.18 
0.79 0.83 0.87 0.92 
0.73 0.77 0.81 0.85 
0.58 0.61 0.64 0.68 

Payson Water Company Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utilities 

Stage 2 growth3 Equity Cost 
&*) Estimate (Kr 

6.5% 9.2% 
6.5% 9.6% 
6.5% 8.8% 
6.5% 9.6% 
6.5% 10.1% 
6.5% 9.0% 
6.5% 9.2% 

Current Mkt. 

1011 6/2013 
Company Price (Po )' 

American States Water 27.2 
California Water 20.0 
Aqua America 24.5 
Connecticut Water 31.4 
Middlesex Water 21 .o 
SJW Corp 28.4 
York Water 21 .I 

Where : Po = current stock price 

D, = dividends expected during stage 1 
K = costof equity 
n = years of non - constant growth 
D,, =,dividend expected in year n 
g, = constant rate of growth expected after year n 

Average 9.4% 

i [E) SOP Schedule JAG7 

2 Derived lrom VdYs Line Morrnation 

3Awrage annul growth in GDP i829.2012 In currml dollars. 

4 1ntsm.l Rate of Return of Projisstod Dividmds 
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EXECUTIVE SUMMARY 
PAYSON WATER COMPANY 

DOCKET NO. W-03514A-13-0111, ET AL. 

On April 22, 2013, Payson Water Company, Inc. (“Payson Water” or “Company”) filed 
an application with the Arizona Corporation Commission (“Commission”) seelung a permanent 
rate increase. On May 17,2013, Payson Water filed a financing application requesting authority 
to borrow up to $1,238,000 fkom the Water Mastructure and Finance Authority (“WIFA”) of 
Arizona to fund improvements to the Company’s Mesa del Caballo (“MDC’’) water system. On 
June 3, 2013, Staff deemed the rate application sufficient. On August 15, 2013, the Company 
filed a motion to consolidate the rate case and financing applications and to expedite the 
processing of those applications. 

On September 5, 2013, the Company filed a “Stipulation for Procedural Order 
Bifurcating Proceeding and Establishing Case Schedule.” This filing set forth an agreement 
between the Company and Staff wherein the processing of Payson Water’s rate and financing 
applications in the proceeding would be bifurcated into two phases, with Phase I addressing only 
that portion of the Company’s financing application related to the planned interconnection of the 
MDC system to the Town of Payson’s water system via the Cragin Pipeline, and Phase II 
addressing both the Company’s application for a rate increase and the remainder of the debt 
financing requested in the financing application. On September 18, 2013, a Staff Report was 
filed recommending conditional approval of the Company’s proposed $275,000 Phase I 
financing, and in Decision No. 74175 (dated October 25, 2013), the Commission approved the 
Company’s proposed $275,000 Phase I financing. Thus, Staffs recommendations contained 
herein will address only the Phase 11 portion of the requested financing of this consolidated 
proceeding. 

On October 28, 2013, the Company revised its cost estimates for the proposed Phase I1 
financing to a level of $904,650. This revised Phase I1 figure, when combined with the $275,000 
debt authorized in Phase I, effectively lowers the Company’s aggregate financing request to a 
level of $1,179,650 ($904,650 + $275,000), an amount less than the $1,238,000 initially 
requested in PWC’s financing application. The Utilities Division’s Engineering Section has 
reviewed the Company’s updated Phase JJ cost estimates and found them to be reasonable and 
appropriate. 

Staff concludes that the Company’s proposed Phase 11 capital improvement projects are 
appropriate and that the related $904,650 cost estimate is reasonable. 

Staff further concludes that issuance of the proposed debt financing for the purposes 
stated in the application is within the Company’s corporate powers, is compatible with the public 
interest, is consistent with sound financial practices, and will not impair its ability to provide 
services. 



Staff recommends: 

1. Approval of the Company’s request to  borrow up to $904,650 from WIFA for the 
purpose of makmg infrastructure improvements to the Company’s MDC water 
system. 

2. Authorizing Payson Water to encumber its real property and utility plant and 
system to secure such indebtedness for the purposes described in the application. 

3. Authorizing Payson Water to engage in any transaction and to execute any 
documents necessary to effectuate the authorizations granted herein as may be 
appropriate. 

4. Approval of a WIFA loan surcharge mechanism that may result in a surcharge of 
$22.87 per month per MDC customer. 

5. That the WIFA loan surcharge apply only to customers of the Company’s MDC 
water system. 

6. That the actual amount of the WIFA loan surcharge be calculated based upon the 
actual amount of the WIFA loan and the actual number of metered customers in 
the MDC system. That the Company file with the Commission a WIFA loan 
surcharge tariff application that would enable the Company to meet its principal, 
interest, debt reserve, and tax obligations on the proposed WIFA loan. That the 
Company make a WIFA loan surcharge filing within 60 days of the loan closing. 

7. That the Company follow the same methodology presented in Schedule JAC-2 to 
calculate the additional revenue needed to meet its principal, interest, debt 
reserve, and tax obligations on the proposed WIFA loan using actual loan 
amounts and customer counts. 

8. That approval of the loan and surcharge be rescinded if the Company has not 
drawn funds from the loan within one year of the date of the Decision issued in 
this proceeding. 

9. That the Company file with Docket Control, as a compliance item in this Docket, 
a Schedule of its approved rates and charges within 30 days after the Decision in 
this matter is issued. 

10. That the Company track and separately record, as a regulatory liability, the 
surcharge proceeds associated with the debt service reserve fund, that the 
regulatory liability be amortized over the 20-year life of the loan, and that the 
unamortized balance of the regulatory liability account be recognized as a 
reduction from rate base in future rate cases consistent with the treatment of the 
debt reserve fund in Decision No. 74175, dated October 25,2013. 



11. That the name of the regulatory liability account identify the source of the funds, 
for example, “WIFA Debt Reserve Funded By Customers” or similar name. 

12. That the Company file a rate case no later than May 31, 2018 with a December 
31,2017 test year. 

13. That the debt reserve portion of the surcharge and the related income taxes cease 
after five years. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in 

utility rate applications and other financial matters, including studies to estimate the cost 

of capital component in rate filings used to determine the overall revenue requirement, and 

for preparing written reports, testimonies and schedules to present Staffs 

recommendations to the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts  degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Administration degree with an emphasis in Finance from Arizona State University. While 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as 

Staffs cost of capital witness in rate case evidentiary proceedings in my current as well as 

in a past tenure as a Commission employee. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

11. 

Q. 
A. 

Q. 
A. 

What is the scope of your testimony in this case? 

My testimony will address Staffs financial analysis of Payson Water Company’s 

(“Payson Water” or “Company”) proposed Phase II financing and the formal 

recommendations based thereon. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I have prepared two schedules (JAC-1 to JAC-2) which support Staffs financial 

analysis and recommendations. 

Please provide a brief description of Payson Water. 

Payson Water is an Arizona public service corporation engaged in providing water utility 

services in portions of Gila County, Arizona, pursuant to certificates of convenience and 

necessity granted by the Commission. During the December 31, 2012 test-year, the 

Company served approximately 1,114 water connections. 

PROPOSED PHASE 11 FINANCING 

Did the Company file a financing application? 

Yes. On May 17,2013, Payson Water filed a financing application requesting authority to 

borrow up to $1,238,000 from the Water Mastructure and Finance Authority (“WIFA”) 

of Arizona. 

Was the financing application consolidated with the rate application? 

Yes, the financing application was consolidated with the rate application by Procedural 

Order, dated August 26,20 13. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is the stated purpose of this $1,238,000 loan? 

The purpose of the loan is to fund an interconnection of the Mesa del Caballo (“MDC”) 

system to the C.C. Cragin Pipeline and associated Town of Payson water treatment plant. 

What current amount is the Phase I1 portion of the loan? 

The Phase I1 portion of the loan is now $904,650. On October 28, 2013, the Company 

revised its cost estimates for the proposed Phase 11 financing to a level of $904,650. In 

Decision No. 74175, dated October 25, 2013, the Commission approved the Company 

proposed $275,000 Phase I financing. This revised Phase I1 figure, when combined with 

the $275,000 debt authorized in Phase I, effectively lowers the Company’s aggregate 

financing request to a level of $1,179,650 ($904,650 + $275,000). 

Has Staff Engineering reviewed the Company’s proposed Phase II construction plans 

and costs? 

Yes. Staff Engineering has reviewed the Company’s updated Phase I1 cost estimates and 

found them to be reasonable and appropriate. 

Are the final details of the WIFA loan known at this time? 

No, the final details of the WIFA loan will not be known until after the Company has 

closed on the loan.’ Therefore, Staff is recommending the approval of a surcharge 

mechanism which will assure that ratepayers only pay the funding associated with the 

actual loan draw. 

’ In the application, the Company states that WIFA has represented the subject financing will be made available at an 
interest rate not to exceed 4.2 percent for a term of 20 years. 
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III. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

FINANCIAL ANALYSIS 

What is a debt service coverage (“DSC”) ratio? 

The DSC ratio is a commonly used financial metric employed to determine the number of 

times internally generated cash will cover required principal and interest payments on 

short-term and long-term debt. A DSC greater than 1.0 indicates that cash flow from 

operations is sufficient to cover debt obligations. A DSC less than 1.0 means that cash 

generated from operations is insufficient to meet ongoing debt service obligations, thus 

requiring another source of funds in order to avoid default. 

What minimum DSC ratio does WIFA require an Arizona water utility to maintain? 

WIFA requires a minimum DSC ratio of 1.2. 

What DSC ratio did Staff calculate for Payson Water? 

As shown in Schedule JAC-1, Column [C], Staff calculated a pro forma DSC of 1.29 for 

the Company. Staffs pro forma DSC calculation reflects operational performance based 

upon Staffs recommended rates in the rate portion of the consolidated docket. Staffs pro 

forma DSC indicates that the rate increase recommended by Staff will provide sufficient 

cash flow from operations to cover all debt service obligations associated with the 

proposed financing and meet the 1.2 DSC required by WIFA. 

Does the pro forma DSC calculation made in Schedule JAC-1, Column [C], reflect 

debt service coverage on the combined Phase I ($275,000) and Phase I1 ($904,650) 

debt? 

Yes. The 1.29 DSC calculated in Column [C] assumes total WIFA debt outstanding of 

$1,179,650 ($275,000 + $904,650). However, as discussed below, the funding required to 

service these two loan draws will be billed as separate surcharge. 
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IV. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

SURCHARGE MECHANISM 

What is the surcharge mechanism and how is it implemented? 

The surcharge mechanism establishes the methodology for calculating the monthly 

surcharge amount to be assessed MDC customers. To collect the surcharge, the Company 

would submit a surcharge application to the Commission under this Docket, using the 

methodology Staff has defined in Schedule JAC-2, once Payson Water has closed on the 

loan and has drawn funds to begin construction of the plant. 

Why does Staff recommend that the Phase I1 WIFA loan surcharge apply only to 

customers of the MDC water system? 

Staff recommends that the Phase 11 WIFA loan surcharge apply only to MDC customers 

because the infrastructure improvements made possible by the proceeds from the Phase I1 

WIFA loan will benefit customers served by the MDC system. Staffs recommendation in 

this regard conforms to that previously made by Staff in the Phase I portion of the 

financing docket. 

What costs does Staff recommend recovery of through the WIFA loan surcharge to 

be authorized? 

Staff recommends that the WIFA loan surcharge provide recovery of the debt principal, 

interest, income taxes, and debt reserve fund. 

Does Staff recommend that the debt reserve portion of the surcharge be recorded as 

a regulatory liability? 

Yes. Staff recommends that the Company track and separately record as a regulatory 

liability, the surcharge proceeds associated with the debt service reserve fund. Typically, 

Staff recommends that the Company’s owners fund the debt service reserve fund because 
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the fund acts as a savings account for the owners and is not actually a fee, principal or 

interest. In this case, Staff is recommending that the debt service reserve fund be included 

in the surcharge to help the Company’s cash flow. Since the Company’s rate payers will 

be funding the debt reserve account through the surcharge, Staff believes that an offset to 

rate base through a regulatory liability is appropriate. This recommendation is consistent 

with the treatment of the debt reserve fund in Decision No. 74175, dated October 25, 

2013. Staff further recommends that the name of the regulatory liability account identify 

the source of the funds, for example, “WIFA Debt Reserve Funded By Customers” or 

similar name. 

Q. Since Staff recommends this regulatory liability, what treatment does Staff 

recommend for it in the future? 

Staff recommends that the regulatory liability be amortized over the 20-year associated 

life of the loan. In the interim, however, Staff recommends that the unamortized portion 

of this regulatory liability account be recognized as a reduction from rate base in future 

rate cases. 

A. 

Calculation of KlFA Loan Surcharge 

Q. 

A. 

How is the WIFA loan surcharge calculated? 

To illustrate how the surcharge calculation is made, Schedule JAC-2 presents the 

calculation of an estimated surcharge for the proposed Phase II WIFA debt based upon 

preliminary loan details and customer counts. As shown in Schedule JAC-2, Staff 

calculated a Phase 11 surcharge of $22.872 for a 5/8 x 3/4-Inch meter customer, based upon 

a WIFA loan principal of $904,650. Staff recommends that the Company utilize the same 

methodology as that presented in Schedule JAC-2 to calculate the additional revenue 

This figure is based upon preliminary loan details and customer counts. 
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needed to meet its principal, interest, debt reserve, and tax obligations on the proposed 

Phase I1 debt once the WIFA loan proceeds have been drawn down. 

Q. 

A. 

Q. 

A 

V. 

Q. 

A. 

Is there a separate WIFA loan surcharge associated with the $275,000 Phase I debt 

previously authorized in this docket? 

Yes. Details of Staffs estimated Phase I WIFA loan surcharge calculation were presented 

in Schedule CSB-1 of the Staff Report filed by Ms. Crystal Brown, dated September 18, 

2013. As shown in Schedule CSB-1, Staff’s estimated surcharge for the Phase I WIFA 

debt was calculated to be $7.44 for a 5/8 x 3/4-inch meter customer, based upon a loan 

principal amount of $275,000. 

Is Staff specifically recommending that Payson Water continue to utilize two 

separate financing surcharges, with the first surcharge addressing the funding of the 

initial $275,000 Phase I loan and the second surcharge addressing the funding of the 

$904,650 Phase II loan? 

Staff is indifferent as to whether the Company bills one or two financing surcharges. 

However, since these two loan draws will have different initial repayment patterns, it may 

be easier to wait until Payson Water’s next rate case before combining them into one 

surcharge. 

CONCLUSIONS AND RECOMMENDATIONS 

What are Staff‘s conclusions regarding the Company’s proposed $904,650 Phase I1 

financing? 

Staffs conclusions regarding Payson Water’s proposed $904,650 Phase I1 financing are as 

follows : 
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1. Staff concludes that the Company’s proposed Phase 11 capital improvement 

projects are appropriate and that the related $904,650 cost estimate is reasonable. 

2. Staff further concludes that issuance of the proposed debt financing for the 

purposes stated in the application is within the Company’s corporate powers, is 

compatible with the public interest, is consistent with sound financial practices and 

will not impair its ability to provide services. 

Q. 

A. 

What are Staff3 recommendations concerning the Phase 11 financing and surcharge 

mechanism? 

Staffs recommendations are as follows: 

1. Approval of the Company’s request to borrow up to $904,650 from WIFA for the 

purpose of malung hastructure improvements to the Company’s MDC water 

system. 

2. Authorizing Payson Water to encumber its real property and utility plant and 

system to secure such indebtedness for the purposes described in the application. 

3. Authorizing Payson Water to engage in any transaction and to execute any 

documents necessary to effectuate the authorizations granted herein as may be 

appropriate. 

4. Approval of a WIFA loan surcharge mechanism that may result in a surcharge of 

approximately $22.87 per month per MDC customer. 
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5. 

6. 

7. 

8. 

9. 

10. 

That the WIFA loan surcharge apply only to customers of the Company’s MDC 

water system. 

That the actual amount of the WIFA loan surcharge be calculated based upon the 

actual amount of the WIFA loan and the actual number of metered customers in 

the MDC system. That the Company file with the Commission a WIFA loan 

surcharge tariff application that would enable the Company to meet its principal, 

interest, debt reserve, and tax obligations on the proposed WIFA loan. That the 

Company make a WIFA loan surcharge filing within 60 days of the loan closing. 

That the Company follow the same methodology presented in Schedule JAC-2 to 

calculate the additional revenue needed to meet its principal, interest, debt reserve, 

and tax obligations on the proposed WIFA loan using actual loan amounts and 

customer counts. 

That approval of the loan and surcharge be rescinded if the Company has not 

drawn funds from the loan within one year of the date of the Decision issued in 

this proceeding. 

That the Company file with Docket Control, as a compliance item in this Docket, a 

Schedule of its approved rates and charges within 30 days after the Decision in this 

matter is issued. 

That the Company track and separately record, as a regulatory liability, the 

surcharge proceeds associated with the debt service reserve fund, that the 

regulatory liability be amortized over the 20-year life of the loan, and that the 
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unamortized balance of the regulatory liability account be recognized as a 

reduction from rate base in future rate cases consistent with the treatment of the 

debt reserve fund in DecisionNo. 74175, dated October 25,2013. 

11. 

12. 

13. 

That the name of the regulatory liability account identify the source of the funds, 

for example, “WIFA Debt Reserve Funded By Customers” or similar name. 

That the Company file a rate case no later than May 3 1, 201 8 with a December 3 1, 

20 17 test year. 

That the debt reserve portion of the surcharge and the related income taxes cease 

after five years. 

Q. 
A. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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Operating Income 
Depreciation B Amort. 
Income Tax Expense 

Interest Expense 
Repayment of Principal 

DSC 
11 +2+3] + [5+6] 

Capital Structure 

Short-term Debt 

Long-term Debt 

Common Equity 

Total Capital 

[AI’ 
12/31/2012 

$ (196,401) 
68,142 

0 

0 
0 

#DIV/O! 

0 

0 

963,559 

$ 963,559 

Capital Structure (inclusive of AlAC and Net CIAC) 

Short-term Debt 0 

Long-term Debt 0 

Common Equity 963,559 

0 

114,937 

Total Capital (Inclusive of AlAC and CIAC) $ 1,078,496 

Advances in Aid of Construction (“AIAC”) 

Contributions in Aid of Construction (“CIAC”)’ 

0.0% 

0.0% 

100.0% 

100.0% 

0.0% 

0.0% 

89.3% 

0.0% 

10.7% 

100.0% 

[BIZ 
Pro Forma 

$ (182,479) 
85,632 

0 

48,810 
38,470 

-1.1 1 

38,470 

1,141,180 

963,559 

$ 2,143,209 

38,470 

1,141,180 

963,559 

0 

143,766 

$ 2,286,975 

1.8% 

53.2% 

45.0% 

100.0% 

1.7% 

49.9% 

42.1% 

0.0% 

6.3% 

100.0% 

Under Staff Recommended R: 
For combined $1,179,650 bar  

PI3 
Pro Forma 

$ 27,209 
59,434 
26,292 

48,810 
38,470 

1.29 

38,470 

1,141.180 

403,655 

$ 1,583,305 

38,470 

1,141,180 

403,655 

0 

378,094 

$ 1,961,399 

AlAC and ClAC Funding Ratio’ 
(36+38)1(40) 

10.7% 6.3% 19.3% 

’ Coiumn [A] is based on figures as reported in the financial Statements accompanyng the Company’s financing application for the year ended December 31,2012 
’ Column [B] is based on figures as reported in the financial statement5 accompanying the Company’s rate application. for the year ended December 31,2012, modified to reflect 
issuance of me proposed Phase I($275,000) and Phase II ($904,659) debt financings. amortized for 20 years at an interest rate 014.2 percent per annum. 
’Column [C] is based on figures as reported in the finannal statements accompanying the Company’s rate application, for the year ended December 31.2012, as adjusted by Staff 
witness Crystal Brown. modified to reflect Staffs proposed rates and issuance of the proposed Phase I ($275,M)O) an0 Phase I I  ($904,659) debt financings, amoflized for 20 years 
at an interest rate of 4.2 percent per annum. 
‘Pro Forma Short-term Debt represents the first year pnnupal repayment on the proposed ioans. 
‘Net ClAC balance ( i e  less: accumulated amortization of contribuhons). 
‘Staff typically remmrnends that combined AIAC and Net ClAC funding not exceed 30 percent of total capital, inclusive of AlAC and Nel CIAC. for private and investor owned utiliaes 

2.4% 

72.1% , 

25.5% 

100.0% 

1.7% 

49.9% 

17.7% 

0.0% 

16.5% 

85.8% 
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I WlFA LOAN SURCHARGE CALCULATION .EXAMPLE 1 
Loan Amount 1904.650 

Term: 20Years 
Interest Rate Before Subsidy 525% 

4.99% If interest rate is not found on TABLE A. use the next highest percentage 
WlFA Subsidy Rate: 95% 
WlFA Interest rate : 

Step I -Find the Annual Payment on Loan 

$904,650 Total Amount of Loan 
0.0792 TABLE A Conversion Factor Table, Column B 

$71.643.48 Annual Principle and Interest Payment 

Step 2 - Find the Annual Interest Payment on Loan 

$904.650 Total Amount of Loan 
0.0493 TABLE A, Conversion Factor Table, Column C 

$44,618.76 Annual Interest Payment on Debt 

Step 3 - Find the Annual Principal Payment on Loan 

$904.650 Total Amount of Loan 
0.0299 TABLE 4 Conversion Factor Table, Column D 

$27,024.71 Annual Pnncipal and Interest Payment 

Step 4 - Find the Gross Revenue Conversion Factor 

1.510416894 From Brown Direct Schedule CSBl,  Col. B. tine 7 

Step 5 - Find the Incremental Income Tax Factor 

1.51042 minus 1 = 0.51042 

Step 6 - Find the Annual Income Tax Component of Surcharge Revenue 

0.51042 Incremental Income Tax Factor (from Step 5) 
$27,024.71 Multiplied by: Annual Pnncipal Payment on Loan (from Step 3) 
$13,793.87 Annual Income Tax Component ofthe Annual Surcharge Revenue 

Step 7 - Find the Debt Service Component of the Annual Surcharge Revenue 

$44,618.76 Annual Interest Payment on Debt (from Step 2 )  
$27,024.71 Plus: Annual Pnncapal Payment (from Step 3) 
$71.643.48 Debt Service Component ofthe Annual Surcharge Revenue 

Step 8 - Find the Annual Surcharge Revenue Requirement Needed for the Loan Including Reserve Fund 
$13.793.87 Annual Income Tax Component of the Annual Surcharge Revenue (from Step 6) 
$71.643.48 Plus: Debt Service Component of the Annual Surcharge Revenue (from Step 71 
$14.328.70 Plus: Annual Reserve Fund Deposit POX x Principal & Interest (From Stepl)] 
$99,766.04 Total Annual Surcharge Revenue Requirement for the Loan 

Step 9 - Find the Equivalent Bills 

Equivalent Bills 

I Col A I ColB ColC I ColD I ColE 1 
Number of Equivalent 

NARUC Number of Months in Bills 
Meter Size Multiplier Customers Year Col B x C X D 

5/8"x 3/4" Meter 1 362 12 4.344 
3/4' Meter 
1' Meter 
1%' Meter 
2' Meter 
3' Meter 
4' Meter 

1.5 1 12 18 
2.5 0 12 

5 0 12 
8 0 12 

15 0 12 
25 0 12 

0 12 50 - 6' Meter 
363 4,362 = 

Step I O  - Find the Monthly Surcharge for the 5B' x 3/4' Meter Sue Customers 

$99,766.04 Total Annual Surcharge Revenue Requirement for the Loan (from Step 8) 
4.362 Divided by: Total Number of Equivalent Bills 

$ 22.87 Monthly Surcharge for 34' Customers 

Step 11 - Find the Monthly Surcharge for the Remaining Meter Size Customers 

N A R K  Customers' Meter Size 
Meter Size Mulbplier Surcharge Col B x C 

5/8"x 3/4' Meter 1 5 22.87 $ 22.87 
3/4' Meter 1.5 $ 22.87 $ 34.31 
1' Meter 2.5 $ 22.87 $ 57 18 
1%' Meter 5 $ 22.87 $ 114.36 
2" Meter 8 $ 22.87 $ 182.97 
3' Meter 15 $ 22.87 $ 343.07 
4' Meter 25 $ 22.87 $ 571.79 
6' Meter 50 $ 22.87 $ 1,143.58 
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4.00% 0.0727 0.0394 0.0333-- 

TABLE A 
Conversion Factor Table (Based on a 20-year Loan)' 

4 4.25% 0.0743 0.041 9 0.0324 
5 4.50 '1'0 0.0759 0.0444 0.031 6 
6 4.75% 0.0775 0.0468 0.0307 

Notes: 

presented in Schedule JAC-2 (Page 1 of 2), to calculate the total combined 
interest and principal payment on the loan, the annual interest payment, and the 
annual principal payment. If the actual interest rate on the loan is not found in 
TABLE A, use the next highest interest rate shown in Column A. 

The above interest rate conversion factors are to be used in Steps 1,2 and 3, as 1 

7 5.00% 0.0792 0.0493 
8 5.25% 0.0809 0.051 8 
9 5.50% 0.0825 0.0543 
10 5.75% 0.0843 0.0568 

.. 

0.0299 
0.0291 
0.0283 
0.0275 

11 
12 
13 
14 
15 
16 
17 

6.00% 0.0860 0.0593 0.0267 
6.25% 0.0877 0.061 8 0.0259 
6.50% 0.0895 0.0643 0.0252 
6.75% 0.0912 0.0668 0.0245 
7.00% 0.0930 0.0692 0.0238 

0.071 7 0.0231 7.25 '/o 0.0948 
7.50% 0.0967 0.074; 0.0224 

18 
19 

. _ _  
7.75% 0.0985 0.0767 0.021 a 
8.00% 0.1004 0.0792 0.021 1 
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EXECUTIVE SUMMARY 
PAYSON WATER COMPANY 

DOCKET NO. W-03514A-13-0111, ET AL. 

Staff continues to recommend a capital structure for Payson Water Company (“Company”) of 
52.8 percent debt and 47.2 percent equity, a 9.0 percent return on equity (“ROE”), a 4.2 percent 
cost of debt for the Company, and a 6.4 percent overall rate of return. 

The Commission should reject the Company’s proposed 11.0 percent ROE for the following 
reasons: 

Mr. Bourassa’s primary Future Growth DCF model relies exclusively on analysts’ 
forecasts of earnings per share growth, and the estimates derived from his Future Growth 
DCF model are effectively assigned a 75 percent weight to his overall DCF estimate. MI. 
Bourassa’s historical dividend growth estimate in his Past and Future Growth DCF model 
is inflated through the use of growth in average annual share price as a proxy to estimate 
dividend growth. Mr. Bourassa’s CAPM estimates are inflated due to use of a forecasted 
risk-free rate. Mr. Bourassa’s proposed ROE has been inflated by an upward adjustment 
for financial risk and a small company risk premium. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

11. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same John A. Cassidy who filed direct testimony in this case? 

Yes, I am. 

What is the purpose of your surrebuttal testimony in this rate proceeding? 

The purpose of my surrebuttal testimony is to respond to the cost of capital rebuttal 

testimony of Payson Water Company (“Payson Water” or “Company”) witness, Mr. 

Thomas J. Bourassa (“Mr. Bourassa’s Rebuttal”). 

Please explain how Staffs surrebuttal testimony is organized. 

Staffs surrebuttal testimony is presented in four sections. Section I is this introduction. 

Section 11 presents Staffs comments on the rebuttal testimony of the Company’s cost of 

capital witness, Mr. Bourassa. Finally, Section 111 presents Staffs cost of capital 

recommendations. 

STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS M R .  

THOMAS J. BOURASSA 

Please summarize the capital structure, cost of debt, cost of equity, and overall rate 

of return proposed in Mr. Bourassa’s rebuttal. 

Mr. Bourassa’s rebuttal continues to propose a capital structure consisting of 0.0 percent 

debt and 100.0 percent equity, a 0.0 percent cost of debt, and an 11 .O percent cost of 
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equity. As a consequence, MI. Bourassa continues to propose a weighted average cost of 

capital for Payson Water of 11 .O percent. 

Q. 
A. 

Q. 

A. 

Has Staff changed its recommendation from its direct testimony? 

No. 

How does Staff respond to Mr. Bourassa’s assertion that Staffs recommended pro 

forma capital structure for the Company consisting of 52.8 percent dent and 47.2 

percent equity creates a mismatch between rate base and invested equity capital? 

Pursuant to a request made by the Company, Payson Water’s rate and financing 

applications were consolidated, and S t a r s  recommended pro forma capital structure mix 

is reflective of the Company’s desire to consolidate its rate and financing filings. 

Furthermore, Staffs recommendations in these consolidated dockets give consideration to 

the following factors which have been identified within the various filing support 

documents proffered by the Company: (1) that the rate and financing dockets are linked 

by an underlying asset encumbrance; (2) that on frequent occasions, the Company has 

acknowledged that it is malung an extraordinary request of Staff and the Commission in 

seeking expedited relief by the end of 2013 (a goal which the Company’s acknowledges 

can only be achieved through an extraordinary and “cooperative effort”); (3) that 

positioning the Company to be able to meet WIFA’s 1.2 minimum DSC requirement was 

decisively important; and (4) that the new capital structure resulting from the approval of 

the Company’s financing application “is more balanced and favors ratepayers as the cost 

of debt is less than the cost of equity.” Staff believes that its collective recommendations 

in the Company’s two consolidated filings are very reasonable when viewed within the 

unique and extraordinary rate request processing environment dictated and delineated by 

Payson Water’s petition. 
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III. 

Q. 

A. 

Q. 
A. 

Furthermore, as clearly expressed in Staff recommendation item No. 11 contained in the 

Phase I financing Staff Report (dated September 18, 2103) filed in the pending 

consolidated dockets, it has always been Staffs intent to have rate case recommendations 

that would be focused on providing the Company with a reasonable opportunity to achieve 

the 1.2 DSC required under the WIFA loan covenants. Staffs rate case recommendations 

using the Staff recommended capital structure mix, coupled with its WIFA surcharge 

recommendations, meet this clearly communicated goal. Thus, Mr. Bourassa’s assertion 

that Staffs recommended capital structure results in a “mismatch” is without merit, as 

Staffs recommended capital structure in this consolidated docket was dnven by the 

Company’s unique and extraordinary petition. 

STAFF RECOMMENDATIONS 

Based on Staff’s review of Mr. Bourassa’s rebuttal testimony, is Staff proposing a 

different ROE and ROR for the Company in this testimony than in Staff’s direct 

testimony? 

No. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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EXECUTNE SUMMARY 
PAYSON WATER COMPANY 

DOCKET NO. W-03514A-13-0111, ET AL. 

The supplemental testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a capital structure for Payson 
Water Company (“Company”) for this proceeding consisting of 0.0 percent debt and 100.0 
percent equity. 

Cost of Equity - Staff recommends that the Commission adopt a 9.0 percent return on equity 
(“ROE’) for the Company. Staffs estimated ROE for the Company is based on the 8.4 percent 
average of its discounted cash flow method (“DCF”) and capital asset pricing model (“CAPM’) 
cost of equity methodology estimates for Staffs sample companies of 8.8 percent for the DCF 
and 8.02 percent for the CAPM. Staffs recommended ROE includes an upward economic 
assessment adjustment of 60 basis points (0.6 percent). 

Cost of Debt - The Company’s cost of debt is 5.6 percent; however, Staff has reflected a zero 
cost of debt in order to isolate the effects of the debt, and its associated future plant addition, to 
the Company’s Mesa Del Caballo customers pursuant to a previous Commission approved 
WIFA debt surcharge. 

Overall Rate of Retum - Staff recommends that the Commission adopt a 9.0 percent overall rate 
of return. 

Mr. Bourassa’s Testimonv - The Commission should continue to reject the Company’s proposed 
11.0 percent ROE. 
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I. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same John A. Cassidy who filed direct and surrebuttal testimony in this 

consolidated docket? 

Yes, I am. 

Mr. Cassidy, what is the purpose of your supplemental testimony in this rate 

proceeding? 

The purpose of my supplemental testimony is to respond to the rejoinder testimony of 

Payson Water Company (“Payson Water” or “Company”) witness, Mr. Jason Williamson, 

concerning Payson Water’s requested Phase I1 financing/surcharge, and to the cost of 

capital rejoinder testimony of Company witness, Mr. Thomas J. Bourassa. In the rejoinder 

testimony filed by these two Company witnesses, Payson Water has fundamentally altered 

its prior position as it relates to the requested Phase 11 financing and Phase II financing 

surcharge, which in turn has led to modifications to both the Company’s proposed capital 

structure and overall rate of return (“ROR’) in the rate portion of this consolidated docket. 

In view of changes made to the Company’s position in rejoinder testimony, Staff has 

likewise determined the need to modify certain of its prior recommendations in this 

docket. Accordmgly, my supplemental testimony will briefly discuss the changes made to 

the Company’s position in rejoinder, and why they necessitate a modification to Staffs 

recommended capital structure and overall ROR for the Company in h s  proceeding. 
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Q. 
A. 

11. 

Q. 

A. 

Q. 

A. 

Please explain how Staffs supplemental testimony is organized. 

Staffs supplemental testimony is presented in four sections. Section I is this introduction. 

Section 11 presents Staffs comments on the rejoinder testimony of Company witness, Mi-. 

Williamson. Section 111 presents Staffs comments on the rejoinder testimony of the 

Company’s cost of capital witness, Mr. Bourassa. Finally, Section IV presents Staffs 

newly modified cost of capital recommendations. 

STAFF RESPONSE TO COMPANY WITNESS MR. JASON WILLIAMSON 

In what way has the rejoinder testimony filed by Mr. Williamson altered the 

Company’s position as it relates to Payson Water’s request for the Phase I1 financing 

and Phase 11 surcharge? 

In his rejoinder testimony, Mr. Williamson has withdrawn the Company’s request for 

approval of both the Phase I1 financing and the Phase 11 financing surcharge.’ 

Why does the above change to the Company’s position necessitate a change to Staff’s 

recommended capital structure and overall ROR in this proceeding? 

In its pre-filed direct and surrebuttal testimony, Staff recommended approval of the 

Company’s request for both the Phase 11 financing and the Phase 11 financing surcharge. 

As a consequence, Staff included the Phase 11 debt in its recommended pro forma capital 

structure for the Company. However, in view of the Company withdrawing its request for 

the Phase 11 financing, the pro forma capital structure originally recommended by Staff no 

longer has immediate relevance for purposes of setting rates in this docket. Accordingly, 

a change to Staffs recommended capital structure is needed to give recognition to this 

development, which in turn will result in a change to Staffs recommended overall ROR 

for the Company. 

’ See Williamson Rejoinder, Table on p. 3, and discussion on pp. 4-5. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is Staffs current recommended pro forma capital structure for Payson Water? 

In both its pre-filed direct and surrebuttal testimony, Staff recommended a pro forma 

capital structure composed of 52.8 percent debt and 47.2 percent equity. The debt 

component of Staffs recommended pro forma capital structure is comprised of the 

$275,000 Phase I debt authorized by the Commission in Decision No. 74175, and the Staff 

recommended $904,650 Phase 11 debt requested by the Company.2 

What capital structure does Staff now recommend for the Company? 

Staff now recommends a capital structure comprised of 0.0 percent debt and 100.0 percent 

equity. Staffs recommended capital structure is reflective of the Company’s actual 

capital structure as of the December 31, 2012 test-year end. 

Why does Staff exclude the $275,000 Phase I debt authorized by the Commission in 

Decision No. 74175 from its recommended capital structure for Payson Water? 

Proceeds from the Phase I debt financing approved by the Commission are to be used to 

fund the planned interconnection of the Company’s Mesa del Caballo (“MDC”) system to 

the Town of Payson’s water system via the Cragin pipeline. Because only MDC 

customers are to benefit from the planned interconnection, Staff recommended approval of 

a WIFA loan surcharge which would apply only to customers of the MDC system. In 

Decision No. 74175, the Commission authorized the Company’s requested Phase I 

financing and approved the WIFA loan surcharge as recommended by Staff. Thus, given 

the ordering language contained in Decision No. 741753 expressive of the Commission’s 

desire that MDC customers be responsible for repayment of the Phase I debt by means of 

a monthly surcharge, Staffs recommended capital structure excludes the Phase I debt in 

See Cassidy Direct, p. 7, footnote 1. 
DecisionNo. 74175, p. 16, lines 13-21. 
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order to isolateheparate that component fiom the capital structure to be used for purposes 

of setting rates for all Payson Water customers, regardless of system. 

111. 

Q. 

A. 

Q. 

A. 

STAFF RESPONSE TO COMPANY’S COST OF CAPITAL, WITNESS MR.  

THOMAS J. BOURASSA 

In his rejoinder testimony, does Mr. Bourassa propose a different capital structure 

for Payson Water than that proposed in his pre-filed direct and rebuttal testimony? 

Yes. In rejoinder testimony, Mr. Bourassa now proposes a capital structure consisting of 

20.71 percent debt and 79.29 percent e q ~ i t y , ~  and is reflective of an anticipated drawdown 

of $274,325 of Commission authorized Phase I Water Mastructure Finance Authority of 

Arizona (“WIFA”) debt. Previously, Mr. Bourassa had proposed a capital structure for the 

Company consisting of 0.0 percent debt and 100.0 percent equity. Effectively, the 

Company is now proposing that its previously approved WIFA loan surcharge be voided 

in favor of including the funding of this loan in the base rates and charges billed to all 

system customers. 

In rejoinder testimony, what cost of debt does Mr. Bourassa propose for the 

Company? 

He proposes a cost of debt for the Company of 5.6 ~ e r c e n t . ~  Mr. Bourassa states that this 

is the cost rate for the Commission authorized WIFA loan, which is expected to close this 

month.6 

See Bourassa Rejoinder, p. 2, lines 5-7, and Rejoinder Schedule D-I. 
See Bourassa Rejoinder, p. 2, line 8. 
See Bourassa Rejoinder, p. 3, lines 7-8. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Iv. 

Q. 
A. 

For purposes of his rejoinder testimony, has Mr. Bourassa updated his cost of equity 

analysis for Payson Water? 

No. He continues to propose a ROE of 11.00 percent for the Company. 

Given the changes noted above to Mr. Bourassa’s proposed capital structure and cost 

of debt, what overall ROR does he now propose for the Company? 

In rejoinder, Mr. Bourassa now proposes an overall ROR for the Company of 9.88 

percent. Previously, due to his recommended 100.0 percent equity capital structure, his 

proposed ROR was equal to his proposed 1 1 .OO percent ROE. 

Does Staff believe that the capital structure and overall ROR proposed by Mr. 

Bourassa in his rejoinder testimony should be adopted in this proceeding? 

No. For the reasons noted earlier, Staff now recommends a 100.0 percent equity capital 

structure for the Company, and an overall ROR of 9.0 percent based upon Staffs 

recommended 9.0 percent ROE. Staffs supplemental position continues to support the 

Commission’s previous decision to have the Company’s currently approved WIFA loan 

funding requirement paid exclusively by the Payson Water MDC-system customers. 

STAFF RECOMMENDATIONS 

Please summarize Staffs cost of capital recommendations for the Company. 

Staff recommends the following for Payson Water’s cost of capital: 

1. 

2. 

A capital structure of 0.0 percent debt and 100.0 percent equity. 

A 9.0 percent return on equity (a figure which includes an upward 60 basis point 

(0.6 percent) economic assessment adjustment) . 

A 9.0 percent overall rate of return. 3. 
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EXECUTIVE SUMMARY 
PAYSON WATER CO., LNC. 

DOCKET NOS. 
W-03514A-13-0111 and W-03514A-13-0142 

Rate Application 

Payson Water Company, Inc. (“Payson” or “Company”) is an Arizona Class C utility 
engaged in the business of providing potable water service in portions of Gila County, Arizona. 
Payson serves over 1,100 customers. 

The Company proposes a $399,785, or 124.73 percent revenue increase from $320,525 to 
$720,3 10. The proposed revenue increase would produce an operating income of $72,540 for an 
11 .OO percent rate of return on an original cost rate base (“OCRE3”) of $659,457. For the United 
System, the Company’s proposed rates would increase the typical residential 5/8 x 3/4-inch 
meter bill with a median usage of 1,434 gallons from $1 8.77 to $43.18, for an increase of $24.42 
or 130.10 percent. 

Staff recommends a $240,721 or 75.10 percent revenue increase from $320,525 to 
$561,246. Staffs recommended revenue increase would produce an operating income of 
$38,262 for a 6.40 percent rate of return on a Staff adjusted OCRB of $425,129 as shown on 
Schedule CSB-1. For the United System, Staffs recommended rates would increase the typical 
residential 5/8 x 3/4-inch meter bill with a median usage of 1,434 gallons from $18.77 to $25.74, 
for an increase of $6.97 or 37.13 percent. 

Staff recommends denial of the Company proposed O&M Surcharge at this time. 

Financing Application 

On May 17,2013, Payson filed a financing application requesting authority to borrow up 
to $1,238,000 fiom the Water Infiastructure and Finance Authority of Arizona (“WIFA”) to fund 
improvements to the Company’s Mesa del Caballo water system. In Decision No. 74175, dated 
October 25,2013, the Commission approved the Company proposed $275,000 Phase I financing. 
On October 28,2013, the Company revised its cost estimates for the proposed Phase II financing 
to a level of $904,650. Staff recommends approval of the $904,650 Phase 11 amount as 
discussed in the direct testimony of Staff witness, John Cassidy. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Crystal S. Brown. I am a Public Utilities Analyst V employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst V. 

I am responsible for the examination and verification of financial and statistical 

information included in utility rate applications. In addition, I develop revenue 

requirements, prepare written reports, testimonies, and schedules that include Staff 

recommendations to the Commission. I am also responsible for testifjmg at formal 

hearings on these matters. 

Please describe your educational background and professional experience. 

I received a Bachelor of Science Degree in Business Administration from the University 

of Arizona and a Bachelor of Science Degree in Accounting from Arizona State 

University. 

Since joining the Commission in August 1996, I have participated in numerous rate cases 

and other regulatory proceedings involving electric, gas, water, and wastewater utilities. I 

have testified on matters involving regulatory accounting and auditing. Additionally, I 

have attended utility-related seminars sponsored by the National Association of 

Regulatory Utility Commissioners (“NARUC”) on ratemaking and accounting designed to 

provide continuing and updated education in these areas. 
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Q. 
A. 

Q. 
A. 

What is the scope of your testimony in this case? 

I am presenting Staff’s analysis and recommendations in the areas of rate base and 

operating revenues, expenses, and rate design regarding the Payson Water Company, Inc. 

(“Payson” or “Company”) application for a permanent rate increase. I also address Staffs 

recommendations regarding the Company’s request for approval of an O&M surcharge. 

Staff witness, John Cassidy, is presenting Staffs cost of capital and financing 

recommendations. Staff witness, Jian Liu, is presenting Staffs engineering analysis and 

recommendations. 

What is the basis of your recommendations? 

I performed a regulatory audit of the Company’s application to determine whether 

sufficient, relevant, and reliable evidence exists to support the Company’s requested rate 

increase. The regulatory audit consisted of examining and testing the financial 

mformation, accounting records, and other supporting documentation and verifying that 

the accounting principles applied were in accordance with the Commission-adopted 

NARUC Uniform System of Accounts (“USoA”). 

BACKGROUND 

Q. 
A. 

Q. 
A. 

Please provide a brief description of Payson and the service it provides. 

Payson is an Arizona Class C utility engaged in the business of providing potable water 

service in portions of Gila County, Arizona. Payson serves over 1,100 customers. 

Payson’s current rates were approved in Decision No. 62320, dated February 17,2000 and 

Decision No. 62401, dated March 30,2000. 

What is the primary reason for Payson’s requested permanent rate increase? 

Payson was ordered to file a rate case in Decision No. 73774, dated March 21,2013. 
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CONSUMER SERVICE 

Q. Please provide a brief history of customer complaints received by the Commission 

regarding Payson. 

Staff reviewed the Commission’s records and found the following, for the years 2010 to 

2013: 

A. 

2013 - 24 complaints (1 3 billing, 4 quality of service; 7 disconnecthermination); 

0 2012 - 61 complaints (16 billing, 2 new service; 1 service; 31 quality of service; 9 

disconnectltermination; 1 rates and tariffs; and 1 other ACC Admin question); 

2011 - 81 complaints (33 billing, 3 new service; 1 service; 30 quality of service; 13 

disconnecthermination; and 1 other company policy); and 

0 

0 2010 - 12 complaints (6 billing; 1 deposit; 4 quality of service; 1 

disconnectltermination) 

All complaints have been resolved and closed. 

COMPLIANCE 

Q. 

A. 

Please provide a summary of the compliance status of Payson. 

A check of the Compliance database indicates that there are currently no delinquencies for 

Payson. 

SUMMARY OF PROPOSED REVENUES 

Q. 

A. 

Please summarize the Company’s filing. 

The Company proposes a $399,785, or 124.73 percent revenue increase from $320,525 to 

$720,3 10. The proposed revenue increase would produce an operating income of $72,540 

for an 11.00 percent rate of return on an original cost rate base (“OCRByy) of $659,457. 

For the United System, the Company’s proposed rates would increase the typical 
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residential 518 x 3/4-inch meter bill with a median usage of 1,434 gallons from $18.77 to 

$43.18, for an increase of $24.42 or 130.10 percent. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please summarize Staffs recommended revenue. 

Staff recommends a $240,721 or 75.10 percent revenue increase from $320,525 to 

$561,246. Staffs recommended revenue increase would produce an operating income of 

$38,262 for a 6.40 percent rate of return on a Staff adjusted OCRB of $425,129 as shown 

on Schedule CSB-1. For the United System, Staffs recommended rates would increase 

the typical residential 518 x 3/4-inch meter bill with a median usage of 1,434 gallons from 

$18.77 to $25.74, for an increase of $6.97 or 37.13 percent. 

What test year did Payson utilize in this filing? 

Payson’s test year is based on the twelve months ended December 31,2012. 

Please summarize Staffs rate base and operating income adjustments for Payson. 

Staffs testimony discusses the following adjustments: 

Rate Base Adjustments 

Unsupported Plant Treated As Contributions In Aid of Construction “CIAC” - This 

adjustment decreases rate base by a net $58,665 to reflect the unsupported cost of plant 

additions placed in service prior to 2009 while the Company was under different 

ownership. The adjustment is composed of the net of a $70,120 increase to CL4C and an 

$1 1,455 increase to amortization of CIAC. 

Unsupported Removal of CIAC Related to the Condemnation Sale of Star/Ouail Valley 

System - This adjustment decreases rate base by a net $175,663 to reflect the removal of 
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CIAC that was shown to be related to the plant that was sold. The adjustment adds back 

$470,913 in CIAC and $295,250 in amortization of CLAC which the Company claims was 

solely for the system that was sold but had no documentation to support its claim. 

Operating Income Adjustments 

Salaries and Wages - This adjustment decreases salaries and wages expense by $2,507 to 

remove the direct labor expenses related to the Star/Quail Valley system that was sold. 

Contractual Services Expense - This adjustment decreases contractual services expense by 

$1,683 to reflect updated legal expenses related to the sale of the StadQuail Valley 

system. 

Corporate Office Allocation - The adjustment decreases miscellaneous expense by 

$43,260 to remove bonuses and reflects corporate allocation costs that should be reduced 

due to the loss of customers and plant from the sale of the Star/Quail Valley System. 

Miscellaneous Expense, Beaver Vallev Write Off - This adjustment decreases 

miscellaneous expense by $7,857 to remove costs incurred by the prior owner in exploring 

the possibility of purchasing Beaver Valley Water Company. 

Miscellaneous Expense, Other - This adjustment decreases miscellaneous expense by 

$7,007 to remove expenses that should be treated as pass-throughs such sales taxes and the 

Commission annual assessment. The adjustment also removes costs related to the sale of 

the StadQuail Valley system and the water augmentation revenue. 
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Depreciation Expense - This adjustment decreases depreciation expense by $26,198 to 

reflect Staffs calculation of depreciation expense using Staffs recommended depreciation 

rates and Staffs recommended plant and CIAC balances. 

Income Tax Expense - This adjustment increases income tax expenses by $34,236 to 

reflect the income tax calculation on Staffs adjusted test year operating loss. 

RATE BASE 

Fair Value Rate Base 

Q. Did the Company prepare schedules showing the elements of Reconstruction Cost 

New Rate Base? 

No, the Company did not. The Company’s filing treats the OCRB the same as the fair 

value rate base. 

A. 

Gain On Condemnation Sale of StadQuail Valley System 

Q. 

A. 

Q. 

A. 

During the test year was the Company’s Star/Quail Valley water system condemned 

by and sold to the Town of Star Valley?? 

Yes. According to the Company’s response to data request CSB 1.17, “The Town of Star 

Valley paid Brooke Utilities $780,000 for condemnation of the Star Valley/Quail Valley 

water system. This amount was determined through settlement negotiations between the 

parties and then approved and ordered by the COUI~.” 

What amount of gain did the Company record as a result of the condemnation sale? 

The Company recorded a gain in the amount of $755,709. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q- 

A. 

Q. 

A. 

How is a gain on the sale of an asset calculated 

In general, a gain on the sale of an asset is calculated by comparing the amount of cash or 

other compensation received for an asset to the asset’s book value at the time of the sale. 

If the value received is greater than the asset’s book value, the difference is recorded as a 

gain. 

What portion of the Star/Quail Valley plant was depreciated? 

According to the Company’s response to CSB 1.18, $488,308 of the $745,008 original 

cost was depreciated. 

Does depreciated plant reflect the cost of the plant that had been recovered through 

rates? 

Yes. The Company had recovered $488,308 of the StarIQuail Valley plant cost fiom its 

customers through rates at the time the system was sold. 

Did Payson’s customers also fund the repair and maintenance expense on the 

Star/Quail Valley system for the years it was in service? 

Yes. 

In Staff‘s opinion, does the $755,709 gain belong to the Company or the owner of the 

Company? 

The gain belongs to the Company since the Company and the owner of the Company are 

separate legal entities and the Company, rather than the owner, faced condemnation of the 

plant. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staff typically recommend a sharing of the gain on plant that customers have 

paid for, and for which they have funded repairs and maintenance on the plant? 

In general, yes. For example, in Decision No. 66849 (page 34, line 19), the Commission 

authorized a 50/50 sharing of a $1.4 million settlement that Arizona Water Company 

received. 

To the best of Staffs knowledge, does the Company currently have the $755,709? 

No, it does not. The new owner of the Company indicated that the money had been 

removed from the Company before he purchased it fi-om the prior owner. 

What is Staffs recommendation concerning the gain? 

Staff does not recommend a sharing of the gain because of the change in ownership. 

However, Staff would like to bring to the Commission’s attention that it appears the 

previous owner received the benefit of the entire gain. 

Rate Base Summary 

Q. Please summarize Staffs adjustments to Payson’s rate base shown on Schedules 

CSB-3 and CSB-4. 

Staffs adjustments to Payson’s rate base resulted in a net decrease of $234,328, from 

$659,457 to $425,129 due to various adjustments as discussed in Staffs testimony. 

A. 

Rate Base Adjustment No. I - Unsupported Plant Treated as CL4C 

Q. 

A. 

What type of documentation does Staff review in its audit? 

Staff reviews source documentation in its audit. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

What is the definition of “source documentation”? 

Source documentation is an original record containing the details to substantiate a 

transaction entered in an accounting system. For example, the source document for the 

purchase of a pump would be the supplier’s invoice. 

As a part of the audit of the Company’s plant, did Staff select a sample of plant items 

and request that the Company provide source documentation (i.e. invoices) to 

support the cost? 

Yes. Staff selected a sample of plant additions from the years 2000 to 2012 and requested 

invoices to support the plant cost. 

Did the Company provide invoices for all of the plant selected in the sample? 

No, the Company provided invoices for the years 2009 to 2012, but did not provide 

invoices for plant added prior to 2009. 

What reason did the Company give for not providing the invoices? 

The Company indicated that it was unable to obtain them from the prior owner. 

Are plant costs required to be supported? 

Yes. The Arizona Adminiskative Code R14-2-610 D.l states, “Each utility shall keep 

general and auxiliary accounting records reflecting the cost of its properties . . . and all 

other accounting and statistical data necessary to give complete and authentic information 

as to its properties . . .” (emphasis added). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Direct Testimony of Crystal S. Brown 
Docket Nos. W-03514A-13-0111 and W-03514A-13-0142 
Page 10 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Why are invoices needed? 

Invoices are needed to determine who paid for the plant and to determine if the amount 

reported on the invoice is the same amount that was added to the plant account total. 

Does Staff typically recommend that inadequately supported plant costs be treated as 

CIAC? 

Yes. It is the Company’s responsibility to support its claimed costs. If unsupported costs 

are not removed, ratepayers are at risk of paying for overstated costs. 

Did Staff recommend that 100 percent of the unsupported plant be treated as CIAC 

in this case? 

No, Staff recommends that only 30 percent of the unsupported plant be treated as CIAC. 

Has Staff conditioned its continued treatment of the unsupported plant on any action 

by the Company? 

Yes, Staff has conditioned its treatment of this unsupported plant on the requirement that 

the Company file a signed affidavit stating that it believes that the Company actually paid 

for the unsupported plant. This affidavit should be filed with Docket Control by 

December 6,2013. 

What is Staffs recommendation? 

Staff recommends increasing CIAC by $70,120 and increasing amortization of CIAC by 

$11,455 resulting in a net decrease to rate base of $58,665 as shown in column B on 

Schedules CSB-4 and CSB-5. 
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Rate Base Adjustment No. 2 - Unsupported Removal of CIAC Related to Condemnation Sale of 

the Star/Quail Valley System 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

At the beginning of the test year, how many separate water systems was Payson 

composed of? 

At the beginning of the test year, Payson was composed of eight water systems: Geronimo 

Estates, Deer Creek, Meads Ranch, Whispering Pines, Flowing Springs, GiseldTCS, 

Star/Quail Valley, and East Verde Park Estates. 

Was the accounting for these eight systems recorded using eight separate charts of 

accounts and accounting systems? 

No, the accounting for the eight water systems was recorded using one accounting system 

and one chart of accounts. 

Was the CIAC for all eight water systems also recorded in one CIAC account? 

Yes. 

How does the Company’s 2011 CJAC balance compare to the test year (i.e. 2012)? 

The Company’s CIAC balance decreased by $502,246, from $877,282 in 2011 to 

$375,036 in 2012 (i.e., test year). 

Why did the CIAC balance decrease by $502,246? 

According to the Company’s response to data request CSB 1.22, the $502,246 decrease 

was caused primarily by the condemnation sale of the Star/Quail Valley system. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

23 

24 

Direct Testimony of Crystal S. Brown 
Docket Nos. W-03514A-13-0111 and W-03514A-13-0142 
Page 12 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What amount of CIAC and amortization of C U C  did the Company remove from its 

books as a result of the sale of the Star/Quail Valley system? 

According to the Company’s response to data request CSB 2.17, the Company removed 

$548,628 from CIAC and $343,975 from amortization of CIAC. 

Did Staff request documentation to  support the Company’s claim? 

Yes. 

Why did Staff request the documentation? 

Since the Company recorded CIAC for all eight of its water systems in one CIAC account, 

the CIAC could relate to any one of the eight systems. Removing CIAC that was not 

related to the StadQuail Valley system would over-state rate base and, in turn, inflate rates 

paid by Payson’s customers. 

What amount of the $548,628 in CIAC could the Company support as being used to 

construct the Star/Quail Valley system? 

The Company could support only $77,715; therefore, Staff disallowed the remaining 

$470,913 in CIAC that was unsupported as shown on Schedule CSB-6. 

Did Staff make a corresponding adjustment to the Company proposed removal of 

$343,975 in amortization of CIAC related to the Star/Quail Valley system? 

Yes. Staff allowed $48,725 of the Company proposed $343,975 in amortization of CIAC 

and disallowed the remaining $295,250 as shown on Schedule CSB-6. 
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Q. What is Staffs recommendation? 

A. Staff recommends increasing CIAC by $470,913 and increasing amortization of CIAC by 

$295,250, for a net $175,663 decrease in rate base as shown on Schedules CSB-4 and 

CSB-6. 

OPERATING INCOME 

Operating Income Summary 

Q. What are the results of Staff's analysis of test year revenues, expenses and operating 

income? 

As shown on Schedules CSB-7 and CSB-8, Staffs analysis resulted in test year revenues 

of $320,525, expenses of $448,728 and an operating loss of $128,203. 

A. 

Operating Income Adjustment No. 1 - Salaries and Wages 

Q. 

A. 

Q. 

A. 

What expenses did the Company propose to remove due to the condemnation sale of 

the Star/Quail Valley System? 

As shown on Schedule C-2, page 6 of Mr. Bourassa's direct testimony, the Company is 

proposing to remove $5,949 for purchased power expense, $257 for chemicals, $47 for 

repairs and maintenance, $606 for bad debt expense, $130 for travel and lodging, and 

$12,198 for contractual services professional fees. 

Did the Company remove any direct labor incurred for maintaining and operating 

the Star/Quail Valley system? 

No, it did not. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Did Staff request information related to maintenance of the Star/Quail Valley 

system? 

Yes, Staff requested this information in data request CSB 2.20. 

Did the Company provide the information? 

No, it did not. 

Did Staff utilize information that the Company provided to other data requests to 

calculate an amount for salaries and wages? 

Yes, Staff calculated a $2,507 salary and wage expense for StarIQuail Valley fiom other 

information provided by the Company as shown on Schedule CSB-9. Staff determined 

from the Company’s response to CSB 2.11 that four employees spent 165 actual direct 

labor hours working on the StarIQuail Valley system. Staff then multiplied the actual 

hours by the employees’ hourly rates identified in data request CSB 1.24. 

What is Staffs recommendation? 

Staff recommends decreasing salaries and wage expense by $2,507 as shown on Schedules 

CSB-8 and CSB-9. 

Operating Income Adjustment No. 2 - Contractual Services 

Q. What amount in contractual services is the Company proposing to remove due to the 

condemnation sale of the StarIQuail Valley system? 

The Company is proposing to remove $12,198 in professional fees as shown on Schedules 

C-1, page 1 and C-2 page 6 of Mr. Bourassa’s testimony. 

A. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

What are the professional fees? 

The professional fees relate to the legal costs incurred due to the condemnation sale of the 

Star/Quail Valley system. These costs are non-recurring and should be removed for 

ratemaking purposes. 

Did the Company provide updated costs on the legal fees incurred for the 

condemnation sale of the Star/Quail Valley system. 

Yes, in response to data request CSB 1.31, the legal expenses had increased by $1,683, 

fiom $12,198 to $13,881. 

What is Staff’s recommendation? 

Staff recommends decreasing contractual services expense by $1,683 as shown on 

Schedules CSB-8 and CSB-10. 

Operating Income Adjustment No. 3 - $197,722 Corporate Ofice Allocation 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Who was the parent company of Payson during the test year? 

Brooke Utility, Inc. (“Brooke”) was Payson’s parent company during the test year. 

How many utilities did Brooke own? 

According to the application, Brooke owned three utility companies: Payson, Tonto Basin 

Water Company, Inc., and Navajo Water Company, Inc. 

Did Brooke use shared services to manage and operate Brooke and the three 

regulated utilities during the test year? 

Yes, Brooke used a shared service arrangement to manage and operate Brooke and the 

three regulated utilities during the test year. The shared services included, but were not 
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limited to, employees, transportation, office building space, office supplies, utilities, 

computers, computer software, telephone, insurance, and other miscellaneous equipment, 

plant, and professional services. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Out of what location were the shared services provided? 

The shared services were provided out of the corporate office located in Bakersfield, 

California. 

What was the actual test year amount incurred for the shared services? 

The actual test year amount was $197,722. 

Subsequent to the test year, was Payson sold to a new owner? 

Yes, Payson was sold to Mr. Jason Williamson. MI. Williamson is owner and President of 

Pivotal Utility Management, Inc. Pivotal owns or manages the following: Verde Santa Fe 

Wastewater, Inc., Pine Meadows Utilities, LLC, Bensch Ranch Utilities, LLC, Coronado 

Utilities, Tonto Basin Water Company, Inc., Navajo Water Company, Inc., and Bison 

Ranch Estates. Pivotal’s corporate office is located in Denver, Colorado. 

Did the new owner propose a different corporate office allocation? 

Yes, in response to data request CSB 2.8, Mr. Williamson proposed $173,903. 

Did Staff ask for documentation to support the Company proposed $173,903? 

Yes in data request CSB 2.8 (c). 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What was the Company’s response? 

The Company stated that “The management fees are an estimate because at this time there 

is very little ownership experience with the utilities acquired from Brook Utilities.” 

Is the Company’s proposed $173,903 corporate office allocation known and 

measurable? 

No, it is not because the Company’s estimate was not determined based on actual 

operating data adjusted for known and measurable changes. 

Did Staff use the $173,000 estimate or the $197,722 actual test year amount as the 

basis for its analysis? 

Staff used the $197,722 actual test year amount as the basis of its analysis. 

What adjustment did Staff make to the $197,722 corporate office allocation? 

As shown on schedule CSB-11, Staff removed $33,545 for bonuses, $138 for advertising 

and promotion, and $12 for fines and penalties as these costs are not needed in the 

provision of service. Also, Staff removed $949 for tools and equipment and Staff 

removed $850 related to a gain on the sale of an asset as these amounts are not operating 

expenses. 

Did Staff also remove costs related to the loss of Star/Quail Valley customers and 

plant? 

Yes. 
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Percentage 
5.54% 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Deer Creek 
Meads Ranch 

What was Payson’s customer count by water system prior to the sale of the 

Star/Quail Valley water system? 

121 8.07% 
69 4.60% 

The customer count by system prior to the sale was as follows: 

Whispering Pines 
Flowing SDrinns 

146 9.74% 
29 1.93% 

Gisela/TCS 
Star/Ouail Vallev 

162 10.81% 
385 25.68% 

East Verde Park Estates 
Mesa Del Caballo 

140 9.34% 
&4 24.28% 

Total I 1,499 

What corporate office allocation expenses did Staff adjust due to the loss of 

Star/Quail Valley customers and plant? 

Staff decreased costs that would vary based on customer count and plant. Staff removed 

$4,308 for shared service salary and wage expense, $635 for payroll taxes, and $489 for 

benefits expense related to billing, customer service, accounting, payroll, human 

resources, and other similar expenses. Further, Staff removed $1,881 for office supplies 

and expense, $320 for bank charges and fees, $128 for property and casualty insurance 

and $1,706 for management fees that will no longer be needed to provide service to the 

Star/Quail Valley system. 

100.00% 

What is Staffs recommendation? 

Staff recommends decreasing miscellaneous expense by $43,260 as shown on Schedules 

CSB-8 and CSB-11. 
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Operating Income Adjustment No. 4 - Miscellaneous Expense, Beaver Valley Write Of 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Did the Company propose to recover $7,857 in costs associated with Beaver Valley 

Water Company? 

Yes. 

Why was the expense incurred? 

According to the Company’s response to data request CSB 2.3 (a) the “Expenses related to 

research and due diligence by PWC for the possible acquisition of Beaver Valley Water 

CO.” 

Was the cost needed in the provision of service for Payson’s customers? 

No, the cost was not needed in the provision of service to Payson’s customers. The cost 

was incurred by the previous parent company, Brooke, to explore the possibility of 

purchasing Beaver Valley Water Company. As such, the expense is properly allocated to 

the parent company. 

What is Staffs recommendation? 

Staff recommends decreasing miscellaneous expense by $7,857 as shown on Schedules 

CSB-8 and CSB-12. 

Operating Income Adjustment No. 5 -Miscellaneous Expense Other 

Q. 

A. 

What did the Company propose for miscellaneous expense? 

The Company proposed $232,253 for miscellaneous expense. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What adjustment did Staff make? 

As shown on Schedule CSB-13, Staff removed $2,438 for a consumption report regarding 

water augmentation costs. This cost will be non-recuning due to Staffs recommendation 

to eliminate the water augmentation surcharge in Phase I of this proceeding. Staff 

removed $2,438 in chemical costs which the Company stated in response to CSB 2.6 was 

duplicative. Staff also removed $825 for costs related to a “Star Valley deposit sort” as 

the Company no longer owns the Star/Quail Valley System. 

Did Staff remove any other costs? 

Yes, Staff removed $1,076 in sales taxes paid to the Arizona Department of Revenue. 

Staff also removed $1,018 for the Company’s annual assessment from the Commission. 

Staff recommends that, in addition to the collection of the Company’s regular rates and 

charges that the Company be authorized to collect a proportionate share of sales taxes and 

the ACC annual assessment. 

What is Staffs recommendation? 

Staff recommends decreasing miscellaneous expense by $7,007, as shown on Schedules 

CSB-8 and CSB-13. 

Operating Income Adjustment No. 6 - Depreciation Expense 

Q. 
A. 

What is Payson proposing for depreciation expense? 

Payson is proposing depreciation expense of $85,632. 
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Q. 
A. 

Q. 
A. 

What adjustment did Staff make to depreciation expense? 

Staff adjusted depreciation expense to reflect Staffs calculation of depreciation expense 

using Staffs recommended depreciation rates, plant balances, and CIAC balances. Staffs 

calculation is shown on Schedule CSB-14. 

What is Staff's recommendation? 

Staff recommends decreasing depreciation expense by $26,198, as shown on Schedules 

CSB-8 and CSB-14. 

Operating Income Adjustment No. 7 -Income Taxes 

Q. 
A. 

Q. 
A. 

Q* 
A. 

What is Payson proposing for test year income tax expense? 

Payson is proposing a negative $109,557 for income tax expense. 

Did Staff make any adjustments to test year income tax expense? 

Yes. Staff's adjustment reflects Staffs calculation of the income tax expense based upon 

Staff's adjusted test year taxable income. 

What is Staffs recommendation? 

Staff recommends increasing income tax expense by $34,236 as shown on Schedules 

CSB-8 and CSB-15. 

O&M Expense Recovery Surcharge 

Q. 

A. 

Has the Company requested an O&M Expense Recovery Surcharge? 

Yes, as discussed on page 18 of Mr. Bourassa's testimony. This surcharge would address 

recovery of the operation and maintenance expense expected to be incurred when the 

Cragin Pipeline becomes fully operational. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

When will the Cragin Pipeline be completed? 

The Cragin Pipeline will not be completed for another two or three years. Therefore, the 

operational costs related to the operation and maintenance of the pipeline are not known 

and measurable at the present time. 

Would Staff consider an O&M surcharge once the plant has been built and the 

Company has sufficient operational experience? 

Yes, but addressing approval of such a surcharge now is premature. 

What is Staff‘s recommendation? 

Staff recommends denial of the Company proposed O&M Surcharge at this time. 

RATE DESIGN 

Q. 

A. 

Q* 
A. 

Q* 
A. 

Has Staff prepared a schedule summarizing the present, Company proposed, and 

Staff recommended rates and service charges? 

Yes. 

proposed, and Staffs recommended rates. 

Schedule CSB-17 provides a summary of the Company’s present, Company’s 

Please summarize the present rate design for Payson’s United System. 

Customer class is distinguished by meter size. The monthly minimum charges vary by 

meter size and include no gallons. The commodity rates are based on an inverted two- tier 

rate design. 

Please summarize the present rate design for Payson’s C&S Systems. 

Customer class is distinguished by meter size. The monthly minimum charges vary by 

meter size and include no gallons. One commodity rate applies to all usage. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Has Payson proposed to consolidate the rates for the United System and the C&S 

system? 

Yes. Payson has proposed one set of rates for the United and C&S systems and Staff 

concurrs. 

Please summarize the Company’s proposed consolidated rate design. 

Customer class is distinguished by meter size. The monthly minimum charges vary by 

meter size and include no gallons. The commodity rates are based on an inverted three- 

tier rate design. For the United System, the Company’s proposed rates would increase the 

typical residential 5/8 x 3/4-inch meter bill with a median usage of 1,434 gallons from 

$18.7.7 to $43.18, for an increase of $24.42 or 130.10 percent as shown on Schedule CSB- 

18. 

Please summarize Staffs recommended consolidated rate design. 

Customer class is distinguished by meter size. The monthly minimum charges vary by 

meter size and include no gallons. The commodity rates are based on an inverted three- 

tier rate design. For the United System, Staff s recommended rates would increase the 

typical residential 5/8 x 3/4-inch meter bill with a median usage of 1,434 gallons from 

$18.77 to $25.74, for an increase of $6.97 or 37.13 percent as shown on Schedule CSB-18. 

Did the Company propose any changes to its Meter and Service Line Charges? 

Yes, and Staff recommends approval. Both the Company-proposed and the Staff- 

recommended changes are shown on Schedule CSB-18 and are discussed in greater detail 

in the testimony of Staff witness, Jian Liu. 
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Sewice Charges 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did the Company propose any changes to the service charges for the C&S Systems as 

a result of consolidating rates and charges for the United and C&S systems? 

Yes. The Company proposes to increase the Meter Test charge fi-om $20 to $25, increase 

the insufficient fund (“NSF”) Check charge fiom $10 to $17.50, and to increase the Meter 

Re-Read fi-om $10 to $15. 

Does Staff agree with the Company-proposed Meter Test (If Correct) charge, Meter 

Re-Read (If Correct) charge, and the NSF charge? 

Yes. The proposed charges are reasonable and customary. 

Does Staff recommend the elimination of the $35 Establishment (After Hours) 

Charge, the $30 Reconnection (Delinquent and After Hours) Charge and to add a 

$35 After Hours Charge? 

Yes, Staff recommends that the Establishment (After-Hours) Charge should be eliminated 

and that an After-Hours charge should be added. Staff agrees that an additional fee for 

service provided after normal business hours is appropriate when such service is at the 

customer’s request. Such a tariff compensates the utility for additional expenses incurred 

from providing after-hours service. 

Moreover, Staff concludes that it is appropriate to apply an after-hours service charge in 

addition to the charge for any utility service provided after hours at the customer’s request. 

For example, under Staffs proposal, a customer would be subject to a $25.00 

Establishment fee if it is done during normal business hours, but would pay an additional 

$35 after-hours fee if the customer requested that the establishment be done after normal 

business hours. 
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F’INANCING APPLICATION 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Did the Company file a financing application? 

Yes. On May 17, 2013, Payson filed a financing application requesting authority to 

borrow up to $1,238,000 fiom the Water Infrastructure and Finance Authority of Arizona 

(“WIFA”) to fund improvements to the Company’s Mesa del Caballo water system. In 

Decision No. 74175, dated October 25, 2013, the Commission approved the Company 

proposed $275,000 Phase I financing. On October 28,2013, the Company revised its cost 

estimates for Staff for the proposed Phase JJ financing to a level of $904,650. 

Does Staff recommend approval of the $904,650 amount? 

Yes, Staff recommends approval of the $904,650 Phase I1 amount and that the related debt 

service be the responsibility of the Mesa Del Caballo customers as discussed in greater 

detail in the direct testimony of Staff witness, John Cassidy. 

Does this conclude Staffs Direct Testimony? 

Yes, it does. 



Payson Water Company, Inc. 
Docket No. W-03514A-13-01 I 1  
Test Year Ended December 31,2012 

REVENUE REQUIREMENT 

LINE 
- NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

DESCRIPTION 

Adjusted Rate Base  

Adjusted Operating Income (Loss) 

Current Rate of Return (L2 / L1) 

Required Rate of Return 

Required Operating Income (L4 * L1) 

Operating income Deficiency (L5 - L2) 

Gross  Revenue Conversion Factor 

Increase (Decrease) In Gross Revenue (L7 * L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Increase/(Decrease in Revenue) (%) (L8/L9) 

[AI 
COMPANY 
OR1 GI NAL 

COST 

$ 659,457 

$ (1 82,479) 

-27.67% 

11 .OO% 

$ 72,540 

$ 255,020 

i.56766 

$ 399,785 

$ 320,525 

$ 720,310 

124.73% 

Schedule CSB-I 

P I  
STAFF 

ORIGINAL 
COST 

$ 425,129 

$ (128,203) 

-30.1 6% 

6.40% 

$ 27,208 

$ 155,412 

1.54892 

$ 240,721 

$ 320,52 5 

$ 561,246 

75.1 0% 

References: 
Column [A]: Company Schedules A-1 
Column [B]: Staff Schedules CSB-2, CSB-3, & CSB-15 



Payson Water Company, Inc. 
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GROSS REVENUE CONVERSION FACTOR 

Schedule CSB-2 

LINE 
m 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

(A) 
gESCRlPTlON 

Calculation of Gross Revenue Conversion Factor: 
Revenue 100.0000% 
Unmllecible Factor (Line 11) 0.0000% 
Revenues (L1 - L2) 100.0000% 
Combined Federal and State Income Tax and Property Tax Rate (Line 23) 35.4391% 
Subtotal (L3 - L4) 64.5609% 
Revenue Conversion Factor (Ll I L5) 1.548925 

Calculation of Unwllecttible Factor: 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Unwllectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12- L13) 
Applicable Federal lnwme Tax Rate (Line 53) 
Effective Federal lnwme Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

100.0000% 
33.9956% 
66.0044% 

0.0000% 
0.0000% 

100.0000% 
6.9680% 

93.0320 % 
29.0519% 
27.0276% 

33.9956% 

Calculation of Effective Prooertv l ax  Factor 

Combined Federal and State Income Tax Rate (L17) 33.9956% 
One Minus Combined Income Tax Rate (L18-LI9) 66.0044% 
Property Tax Factor 2.1870% 
Effective Property Tax Factor (LZO"L21) 
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 

Required Operating Income $ 27.208 
AdjustedTest Year Operating lnwme (Loss) 
Required Increase in Operating Income (124 - L25) $ 155,412 

lnwme Taxes on Recommended Revenue (Col. [C]. L52) $ 4,724 
lnwme Taxes on Test Year Revenue (Col. [A], L52) (75,321) 
Required Increase in Revenue to Provide for lnwme Taxes (L27 - L28) 
Recommended Revenue Requirement $ 561,246 

Unrty 100.0000% 

1.4435% 
35.4391% 

(128,203) 

80,045 

Unwllectible Rate (Line IO) 0.0000% 
Unmlllectible Expense on Recommended Revenue (L30*L31) 
Adjusted Test Year Unwllectible Expense 

$ 
$ 

Required Increase in Revenue to Provide for Unwllectible Exp. (L32-L33) 

Property Tax with Recommended Revenue $ 26,294 
Property Tax on Test Year Revenue 21,030 
Increase in Property Tax Due to Increase in Revenue (L35-L36) 
Total Required Increase in Revenue (L26 + L29 + L34 + L37) 

5,265 
$ 240,721 

Calculation of Income lax: 
Revenue 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L56) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arizona lnwme Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 

Test Staff 
Year Recommended 

$ 320,525 $ 240,721 $ 561,246 
$ 524.050 $ 5.264 $ 529.314 
$ 9,353 $ 9,353 
$ (212,878) $ 22,579 

6.9680% 6.9680% 
$ (1 4,833) $ 1,573 
$ (198,045) $ 21,005 

Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second income Bracket ($51,001 - $75,000) @ 25% 
Federal Tax on Third lnwme Bracket ($75,001 - $100,000) Q 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
Federal Tax on Flffh lnwme Bracket ($335,001 ~ $10,000,000) Q 34% 

$ (7,500) 
$ (6.250) 
$ (8,500) 
$ (38,237) 
$ 50 

51 Total Federal Income Tax $ (60,487) $ 3.151 
52 Combined Federal and State lnwme Tax (L44 + L51) $ (75.321) $ S  

$ 3,151 
$ 
$ 
$ 
$ 

53 Applicable Federal lnwme Tax Rate [Col. [Cl, L51 - Cot. [A], L51] I [Col. [C], L45 - Col. [A], L45] 29.0519% 

Calculation of Interest Svnchronization: 
54 RateBase 
55 Weighted Average Cost of Debt 
56 Synchronized Interest (L45 X L46) 

$ 425,129 
2.2000% 

$ 9,353 
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LINE 
NO. 

1 
2 
3 

4 

5 

6 
7 
8 

9 

10 

11 

12 
13 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Advances in Aid of Construction (AIAC) 

Service Line and Meter Advances 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

Total Advances and Contributions 

Customer Deposits 

Accumulated Deferred Income Taxes 

ADD: Working Capifal 

Prepayments 
Inventory 

Total Rate Base 

References: 
Column [A], Company Schedule B-I, Page 1 
Column [B]: Schedule CSB-4 
Column [C]: Column [A] + Column [B] 

Schedule CSB-3 

RATE BASE - ORIGINAL COST 

(A) (B) (C) 
COMPANY STAFF 

AS STAFF ADJ AS 
FILED ADJUSTMENTS NO. ADJUSTED 

$ 2,159,387 $ $ 2,159,387 
1,332,825 1,332,825 

$ 826,562 $ $ 826,562 

$ 375,036 $ 541,033 1 $ 91 6,069 
231,270 306,705 2 537,975 

$ 143,766 234,328 $ 378,094 

$ 143,766 $ 234,328 $ 378,094 

- $ $ $ 

$ 23,339 $ - $ 23,339 

$ 659,457 $ (234,328) $ 425,129 
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Schedule CSB-4 

SUMMARY OF RATE BASE ADJUSTMENTS 

LINE 

[AI P I  [CI [Dl 
Adi No.1 ADJ No. 2 

Unsupported Unsupported 
Plant Removal of CIAC .- 

NO. PLANT IN SERVICE Treated as Related to Sale of - 
Acct. COMPANY ClAC Star/Quail Valley System STAFF AS 

1 No. Plant Description AS FILED ]Ref: Sch CSB-5 IRef: Sch CSB-6 I ADJUSTED 
2 301 Organization Cost $ 221 $ - $  - $  221 
3 302 Franchises 
4 303 Land and Land Rights 
5 304 Structures and Improvements 

305 Collecting and Impounding Reserviors 
6 307 Wells and Springs 
7 309 Supply Mains 
8 310 Power Generation Equipment 
9 311 Pumping Equipment 
10 320 Water Treatment Equipment 
11 
12 330.2 Pressure Tanks 
13 
14 333 Services 
15 
16 335 Hydrants 
17 '336 Backflow Prevention Devices . 
18 
19 
20 340.1 Computers and Software 
21 341 Transportation Equipment 
22 
23 344 Laboratory Equipment 
24 345 Power Operated Equipment 
25 346 Communication Equipment 
26 347 Miscellaneous Equipment 
27 348 Other Tangible Equipment 
28 Rounding 
29 Total Plant in Service 
30 Less: Accumulated Depreciation 
31 Net Plant in Service 

330 Distribution Reservoirs and Standpipes 

331 Transmission and Distribution Mains 

334 Meters and Meter Installations 

339 Other Plant and Miscellaneous Equipment 
340 Office Furniture and Equipment 

343 Tools, Shop, and Garage Equipment 

JL 

33 LESS: 
34 
35 

37 
38 
39 Net ClAC 

41 

43 Customer Deposits 
44 Accumulated Deferred Taxes 
43 
46 ADD: Workina Capital 
47 Prepayments 
48 
49 Total Rate Base 

Advances in Aid of Construction (AIAC) 
Meter Deposits - Service Line & Meter Advances 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization of ClAC 

d W  

4 u  
Total Advances and Net Contributions 

4L 

16,500 
300,078 

2,531 
273,013 

3,681 
8,310 

217,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

16,500 
300,078 

2,531 
273,013 

3,681 
8,310 

217,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

72 

9,267 

72 

9,267 

1 1 
$ 2,159,387 $ - $  - $ 2,1593a7 
$ 1,332,825 $ - $  1,332,825 

- $ 826,562 $ 826,562 $ - $  

$ - $  - $  
$ 

- $  

$ 375,036 70,120 470,913 916,069 
$ 231,270 11,455 295,250 537,975 
$ 143,766 $ 58,665 $ 175,663 $ 378,094 

$ 143,766 $ 58,665 $ 175,663 $ 378,094 

$ 
$ 23,339 

- $  
- $  23,339 

$ 
9: 

- $  
.+, - $  
$ 659,457 $ (58,665) $ (175,663) $ 425,129 
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LINE 
NO. 

Schedule CSB-5 

COMPANY STAFF 
DESCRIPTION AS FILED ADJUSTMENT 

RATE BASE ADJUSTMENT NO. 1 - UNSUPPORTED PLANT TREATED AS CIAC 

9 
10 
11 
12 

UNSUPPORTED PLANT TREATED AS CIAC 
Plant Unsupported 

Selected Plant Staff 
Description In Sample costs as Adjusted 

2 Amort of CIAC, Unsupported Plant Treated as ClAC $ - $  11,455 $ 11,455 Line 50 
3 Net CIAC, Unsupported Plant Treated as ClAC $ - $  58,665 $ 58,665 

19 2008 Plant Addition, Acct No. 31 1 - Pumping Equipment 19,722 19,722 
20 Acct No. 311- Pumping Equipment Subtotal $ 44,769 $ - $  44,769 
21 
22 2001 Plant Addition, Acct No. 330-Distr Resew & Standpipes $ 24,296 $ - $  24,296 
23 2002 Plant Addition, Acct No. 330-Distr Resew & Standpipes 31,220 31,220 

2003 Plant Addition, Acct No. 330-Distr Resew & Standpipes 42,968 42,968 
Acct No. 331- Transp. 8 Distrib. Mains Subtotal $ 98,484 $ - $  98,484 

2003 Plant Addition, Acct No. 331-Services $ 23,284 $ - $  23,284 

2000 Plant Addition, Acct No. 334-Meters $ 35,491 $ - $  35,491 

Total $ 233,733 $ - $  233,733 
X 30% 

$ 70,119.90 

24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 [ 
37 Unsupported Year Transferred Number of Depreciation Amortization of 

CALCULATION OF AMORTIZATION OF ClAC ON UNSUPPORTED PLANT 1 
38 Year Added Plant Additions Plant To ClAC Interim Years Rate ClAC 
39 2000 Meters 35,491 2000 12.5 8.33% $36,955.00 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 

Distrib Reserviors 
Pumping Equip 

Distrib Reserviors 
Distrib Reserviors 

Sewices 
Pumping Equip 

Wells and Springs 
Pwr Gen Equip 

24,296 
12,580 
31,220 
42,968 
23,284 
12,467 
11,646 
20,059 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 

2008 Pumping Equip $ 19,722 2008 
$ 233,733 

11.5 
10.5 
10.5 
9.5 
9.5 
7.5 
6.5 
5.5 
4.5 

2.22% $6,202.77 
12.50% $16,511.25 
2.22% $7,277.38 
2.22% $9,061.95 
3.33% $7,365.89 

12.50% $1 1,687.81 
3.33% $2,520.78 
5.00% $5,516.23 

12.50% $1 1,093.63 
$38,? 84.33 

X 30% 
$ 11,455.30 

References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 1.3 
Column C: Column [A] + Column [B] 
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RATE BASE ADJUSTMENT NO. 2 -UNSUPPORTED REMOVAL OF CIAC 
RELATED TO SALE OF STAWQUAIL VALLEY SYSTEM 

Schedule CSB-6 

I NO.  DESCRIPTION I AS FILED I ADJUSTMENTS I AS ADJUSTED I 
1 Company Proposed Removal of ClAC Related to Sale $ - $  548,628 $ 548,628 
2 Amount of Supported CIAC Related to Sale $ - $  (77,715) $ (77,715l 
3 Unsupported Removal of ClAC Related to Sale $ - $  470,913 $ 470,913 
4 

6 Amort. Of ClAC on $77,715 Supported ClAC $ - $  (48,725) $ (48,725) Line 26 
7 Total Unsupported Removal of Amortization of ClAC $ - $  295,250 $ 295,250 
8 
9 NetClAC $ - $  175,663 $ 175,663 
10 
11 
12 
13 
14 
15 
16 
17 
18 Amortization of ClAC for Star Valley Plant (CSB 2.1 7) $ 343,975 63% Line 18 / Line 17 
19 
20 
21 
22 
23 
24 $ 77,715 From Line 2 
25 
26 

5 Company Proposed Removal of Amort of ClAC Related to Sale $ - $  343,975 $ 343,975 

of ClAC on 

StarlQuail Valley System 
ClAC I Yo of ClAC 

1 & I That Is Fully I I Amort of ClAC I Amortized ] 
CIAC for Star Valley Plant (CSB 2.1 7) $ 548,628 

Multiplied by 63% From Line 18 
$ 48,725 

References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 2.16 & CSB 2.17 
Column C: Column [A] + Column [B] 
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Schedule CSB-7 

OPERATING INCOME - TEST YEAR AND STAFF RECOMMENDED 

PI PI [CI [Dl 
STAFF 

C 0 M PANY STAFF TEST YEAR STAFF 
LINE TESTYEAR TESTYEAR ADJ AS PROPOSED 
- NO. DESCRIPTION AS FILED ADJUSTMENTS NO. ADJUSTED CHANGES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

REVENUES: 
Metered Water Sales $ 313,559 $ 313,559 $ 236,971 
Water Sales - Unmetered 
Other Operating Revenues 6,966 6,966 3,750 

Total Revenues $ 320,525 $ $ 320,525 $ 240,721 

EXPENSES: 
Salaries and Wages 
Employee Pensions & Benefits 
Purchased Power 
Fuel for Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies & Expense 
Contractual Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Taxes 
Rounding 

$ 55,097 $ 

50,533 

2,181 
28,089 

58,481 
11,000 

266 

65,000 
235,253 

85,632 

21,030 
(1 09,557) 

(1) 

(2,507) I $ 

(1,683) 2 

(58,124) 3,4.5 

(26,198) 6 

34,236 7 

52,591 

50,533 

2,181 
28,089 

56,798 
11,000 

266 

65,000 
177,129 

59,434 

21,030 
(75,321) 

(1) 

$ 

- .  

5,264 
80,045 

Total Operating Expenses $ 503,004 $ (54,276) $ 448,728 $ 85,309 

Operating Income (Loss) $ (182,479) $ 54,276 $ (128,203) $ 151,662 

STAFF 
RECOMMENDED 

$ 550,530 

10,716 
$ 561,246 

$ 52,591 

50,533 

2,181 
28,089 

56,798 
11,000 

266 

65,000 
177,129 

59,434 

26,294 
4,724 

(1) 

$ 534,038 

$ 27,209 

References: 
Column (A): Company Schedule C-I 
Column (B): Schedule CSB-16 
Column (C): Column (A) + Column (8) 
Column (D): Schedules CSB-1 and CSB-2 
Column (E): Column (C) + Column (D) 
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LINE 
NO. DESCRIPTION 

Schedule CSB-9 

STAFF 
COMPANY ADJUSTMENTS STAFF 
AS FILED (Col C - COI A) AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 1 - SALARIES &WAGES 

Employee 

Salary Hourly Rate Total Hrs Worked Total Cost 
CSB 1 . I5  & (Salary divided StarlQuail Valley for 
CSB 1.24 by 2,080 Hrs) (CSB 2.1 1) StarlQuail Valley 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 

References : 
Column, .. Company Schedule C-2 
Column B: Testimony, CSB; Data Request Responses CSB 1 . I  5, 1.24, and 2.1 1 
Column C: Column [A] + Column [B] 
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LIN COMPANY 

OPERATING INCOME ADJUSTMENT NO. 2 - CONTRACTUAL SERVICES 

STAFF 
ADJUSTMENT STAFF 

NO. 1 DESCRIPTION 1 AS FILED I (Col C - Col A)l AS ADJUSTED I 
1 Contractual Services $ 70,679 $ - $  70,679 
2 Legal Expenses Related to Condemnation $ (12,198) $ (1,683) $ (13,881) 
3 Total Contractual Services $ 58,481 $ (1,683) $ 56,798 

References: 
Column A: Company Schedule C-2 
Column B: Testimony, CSB, Data Request Response CSB 1.31 
Column C: Column [A] + Column [B] 

Schedule CSB-IO 
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Schedule CSB-11 

OPERATING INCOME ADJUSTMENT NO. 3 - $197,722 Corporate Office Allocation 

[A] PI [C] 
STAFF 

LINE COMPANY ADJUSTMENTS STAFF 
NO. DESCRIPTION AS FILED (Col C - Col A) AS ADJUSTED 
1 Miscellaneous Expense $ 37.531 $ - a  37.531 
2 
3 Central Office Overhead Allocation $ 197,722 $ - $  197,722 

5 Star/Quail Vallev Costs 8 - 5  (9.466) 8 (9.466) 
4 Bonuses $ - $  (33,545) $ (33.545) 

I ,  % ,  

6 Other (Advertising, Fines. Utility Plant, Gain on Sale) $ - $  (249) $ (249) 
7 Subtotal -Central Office Overhead Allocation $ 197,722 5 (43,260) $ 154,462 
8 
9 Total Miscellaneous Expense (L1 + L7 ) $ 235,253 $ (43,260) $ 191,993 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 

Salaries &Wages, Bonuses $ 
PayroliTaxes $ 

Benefits $ 
Building Occupancy Expenses $ 

Utilities $ 
Communications $ 

Travel $ 
Meals 8 Entertainment $ 

Lodging $ 
Supplies (Ofice Expenses) $ 

Repairs and Maintenance $ 
Bank Charges 8 Fees $ 

Professional Fees $ 
Training 8 Education $ 

Advertising 8 Promotion $ 
Dues 8 Subscriptions $ 

Licenses 8 Permits $ 
fines 8 Penalties $ 

WriteOff $ 
Utility Plant In Service $ 

Other General Business $ 
Property 8 Casualty Insurance $ 

Management Fees $ 
Depreciation/Utiiity Plant in Service (Office Space) $ 

33,544.62 $ 
4.939.37 $ 
3.810.35 $ 

81.43 $ 
3.182.87 $ 
7.679.43 $ 
13.911.85 $ 
577.95 $ 

2,135.89 $ 
14,640.49 $ 
5.181.27 $ 
2.488.32 $ 
31,210.70 $ 
466.18 $ 
137.87 $ 

1,338.34 $ 
2,685.24 $ 

12.36 $ 
15.75 $ 
948.87 $ 
197.25 $ 
997.07 $ 

13.281.62 $ 
7,107.99 $ 

$197,722 Central Office Overhead Allocation (CSB 1.13, 2.8, 2.10, 2.11,8 2.12) 

Salaries 8 Waaes $ 47.998.99 8 (4,307.76) $ 43,691.23 

(634.31) $ 4,305.06 
(489.32) $ 3,321.03 

- $  81.43 
- $  3,182.87 
- $  7,679.43 
- $  7,679.43 
- $  577.95 
- $  2,135.89 

(1.881.40) $ 12,759.09 
- $  5.181.27 

(319.55) $ 2.488.32 
- $  31,210.70 
- $  466.18 

- $  1,338.34 

Description 1 Percompany 1 Difference I Per Staff 

(33,544.62) $ 

(137.87) $ 

- $  2.685.24 

- $  15.75 

- $  197.25 
(128.04) $ 997.07 

(1,705.61) $ 11,576.01 
- $  7,107.99 

$ 197,722.41 $ (43,260.06) $ 148,678 

(12.36) $ 

(948.87) $ 

(Gain) Loss on Sale of Assets $ (849.66) $ 849.66 $ 

(A) (B) (C) (0) (E) (F) (G) (G) 
Number of Total Number of Monthly Monthly 

No. of Payson StarlQuaii Valley Payson Annual Amount Amount Amount 
Customers Customers Customers Per Per Per 
Excluding (From Water Co. including Customer Customer Customer 

Star/Quail Valley Plant Descrip StarlQuail Valley For Six Months 
(CSB 2.8) Included in Applica) Col A + Col B Descnpbon Amount Col E / Col C Col F / 12 Col G x 6 Months 
1114 385 1499 Salaries 8 Wages $ 33,544.62 $ 22 $ 1.86 $ 4,307.76 
1114 385 1499 Payroll Taxes $ 4,939.37 $ 3 $ 0.27 $ 634.31 
1114 385 1499 Benefits $ 3.810.35 $ 3 $ 0.21 $ 489.32 
1114 385 1499 SUDDI. (Office Exrmses) $ 14.650 49 $ 10 $ 0.81 8 1.881.40 . .  . 
1114 385 1499 Bank Charges 8 Fees $ 2.488.32 $ 
1114 385 1499 Prop 8 Casualty ins $ 997.07 $ 
1114 385 1499 Management Fees $ 13.281.62 $ 

2 $ 0.14 $ 319.55 
1 $ 0.06 $ 128.04 
9 $ 0.74 $ 1.705.61 

$ 9,466.00 

References: 
Column A: Company Schedule C-1 
Column 8: Testimony, CSB: CSB 1.13, CSB 2.8 
Column C: Column [A] +Column [B] 
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Test Year Ended December 31,2012 

Schedule CSB-12 

OPERATING INCOME ADJUSTMENT NO. 5 - MISCELLANEOUS EXPENSE, BEAVER DAM WRITE OFF 

I  LINE^ I COMPANY 1 STAFF I STAFF I 

2 Beaver Dam Write Off (CSB 2.3) $ 7,857 $ (7,857) $ 
3 Total Miscellaneous Expense $ 235,253 $ (7,857) $ 227,396 

References: 

Column A: Company Schedule C-1 
Column B: Testimony, CSB 
Column C: Column [A] 4 Column [B] 
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Test Year Ended December 31,2012 

LINE 

Schedule CSB-13 

COMPANY STAFF STAFF 
I NO. IDESCRIPTION I AS FILED 1 ADJUSTMENTS~ AS ADJUSTED I 

1 Miscellaneous Expense $ 232.815 $ - $  232.815 
2 Chemicals (CSB 2.6) $ 2,438 $ (2,438) $ 
3 Consumption Report Regarding Water Augmentation Costs $ 1,650 $ (1,650) $ 
4 Cogsdale - Star Valley Deposit Sort $ 825 $ (825) $ 
5 Arizona Department of Revenue $ 1,076 $ (1,076) $ 
6 ACC Annual Assessment 
7 Total Miscellaneous Expense 

$ 1,018 $ (1,018) $ 
$ 239,822 $ (7,007) $ 232,815 

57 3 

References: 
Column A: Company Schedule C-I 
Column B: Testimony, CSB 
Column C: Column [A] + Column [B] 
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Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

PLANT In 
LINE SERVICE 
NO. DESCRIPTION Per Staff 

Schedule CSB-14 

NonDepreciable DEPRECIABLE DEPRECIATION 
or Fully Depredated PLANT DEPRECIATION EXPENSE 

PLANT (Col A - COI B) RATE (Col C x Col D) 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

302 Franchises 
303 Land and Land Rights 
304 Structures and Improvements 
305 Collecting and Impounding ReSeNiOrs 
306 Lake, River, and Other Intakes 
307 Wells and Springs 
309 Supply Mains 
310 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
330 Distribution Reservoirs and Standpipes 

331 Transmission and Distribution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant and Miscellaneous Equipment 
340 ORce Furniture and Equipment 
341 Transportation Equipment 

340.1 Computers and Software 
343 Tools, Shop, and Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Equipment 

330.2 Pressure Tanks 

Total Plant 

16,500 
300,078 

2,531 

273,013 
3,681 
8,310 

217,608 
10,567 

273,800 

439,972 
81.823 

199,952 
1,171 

320,820 

72 

9,267 

(1 6,500) 
$ 
$ 

300,078 
2,531 

273,013 
3,681 
8,310 

217,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

72 

9,267 

$ 2,159,386 $ (16,721) $ 2,142,665 

Composite Depreciation Rate (Depr Exp I Depreciable Plant): 4.85% 
CIAC: $ 916,069 

Amortization of CIAC (Line 33 x Line 34): $ 44,387 

Depreciation Expense Before Amortization of CIAC: $ 103,821 
Less Amortization of CIAC: $ 44,387 

Test Year Depreciation Expense - Staff: $ 59,434 
Depreciation Expense - Company: 85.632 

Staffs Total Adjustment: $ (26,198) 

0.00% $ 
0.00% 
3.33% 9,993 
3.33% 84 
2.50% 
3.33% 9,091 
2.00% 74 
5.00% 41 6 

12.50% 27,201 
3.33% 352 
2.22% 6,078 
5.00% 
2.00% 8,799 
3.33% 2,725 
8.33% 16,656 
2.00% 23 
6.67% 
6.67% 21,399 
6.67% 

20.00% 
20.00% 

5.00% 4 
10.00% 
5.00% 

10.00% 927 
10.00% 
10.00% 

$ 103,821 

References: 
Column [A]: Schedule CSB-I 
Column p]: From Column [A] 
Column [C]: Column [A] - Column [B] 
Column [D]: Engineering Staff Report 
Column [a: Column [C] x Column [D] 
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Test Year Ended December 31,2012 

LINE 
NO, 

OPERATING INCOME ADJUSTMENT NO. 7 - TEST YEAR INCOME TAXES 

DESCRIPTION 

Calculation of lncome Tax: 
1 Revenue 
2 Less: Operating Expenses - Excluding Income Taxes 
3 Less: Synchronized Interest (L17) 
4 Arizona Taxable Income (LI-  L2 - L3) 
5 Arizona State Income Tax Rate 
6 Arizona Income Tax (L4 x L5) 
7 Federal Taxable Income (L4 - L6) 
8 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
9 Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
10 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
11 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
12 Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34% 
13 Total Federal Income Tax 
14 Combined Federal and State Income Tax (L6 + L13) 

Calculafion of lnferesf Svnchronizafion: 
15 Rate Base 
16 Weighted Average Cost of Debt 
17 Synchronized interest (L16 x L17) 

18 
19 
20 

Schedule CSB-15 

Test Year 
$ 320,525 
$ 524,050 

$ (212,878) 
6.968% 

$ (198,045) 
$ (7,500) 
$ (6,250) 
$ (8,500) 
$ (38,237) 
$ 

$ 9,353 

$ (14,833) 

$ (60,487) 
$ (75,321) 

$ 425,129 
2.20% 

$ 9,353 

Income Tax - Per Staff $ (75,321) 
Income Tax - Per Company $ (109,557) 

Staff Adjustment $ 34,236 
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Test Year Ended December 31,2012 

LINE 
NO. 

OPERATING INCOME - PROPERW TAX EXPENSE 

STAFF 
Property Tax Calculation AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per .Schedule CSB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

Staff Test Year Adjustment (Line 16-Line 17) 

$ 320,525 

641,050 
320,525 
961,575 

3 
320,525 

2 
641,050 

2 '  

641,050 
20.0% 

128,2 10 
16.4025% 

$ 21,030 
21,030 

$ (0) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

Schedule CSB-16 

$ 320,525 
2 

$ 641,050 
$ 56 1,246 

1,202,296 
3 

$ 400,765 
2 

$ 801,531 

$ 
$ 801,531 

20.0% 
$ 160,306 

16.4025% 
$ 

$ 26,294 
$ 21,030 
$ 5,265 

$ 5,265 
240,721 

2.187000% 
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United Systen 
Monthly Usage Charge Present 

Meter Size fAll Classes). 
518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 

Commodity Charge - r 

$ 16.00 
18.40 
21.28 
32.00 
56.00 
80.00 

128.00 
No Tariff 
No Tariff 

allons 

C&S Svstem (All Meter Sizes) 
Per 1,000 gallons, for all gallons 

United Svstems (All Meter Sizes) 
First 4,000 gallons 
Over 4,000 gallons 

518"x3/4" and 314 "Meters (Consolidated) 
First 4,000 gallons 
4,001 to 10,000 gallons 
Over 10,000 gallons 

First 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

1" Meter (Consolidated) 

First 25,000 gallons 
Over 25,000 gallons 

First 18,000 gallons 
Over 18,000 gallons 

1 112" Meter (Consolidated) 

First 50,000 gallons 
Over 50,000 gallons 

First 40,000 gallons 
Over 40,000 gallons 

2" Meter (Consolidated) 

First 80,000 gallons 
Over 80,000 gallons 

First 60,000 gallons 
Over 60,000 gallons 

3" Meter (Consolidated) 

First 160,000 gallons 
Over 160,000 gallons 

First 120,000 gallons 
Over 120,000 gallons 

4" Meter (Consolidated) 

First 250,000 gallons 
Over 250,000 gallons 

First 200,000 gallons 
Over 200,000 gallons 

NIA 

$ 1.9300 
2.9900 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

C&S Systems 
Present 

$ 17.00 
25.50 
42.50 
85.00 

136.00 
255.00 
425.00 
850.00 

No Tariff 

$ 1.4800 

NII 
NII 

NU 
NII 
NU 

NU 
NU 
NII 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

Rate Design 

Company Proposed Rates 
Consolidated 

$ 39.24 

98.09 
196.18 
313.89 
627.78 
980.90 

1,961 .80 
3,138.88 

58.85 

NIA 

NIP 
NIA 

$ 2.7500 
4.7500 
6.7500 

NIA 
NIA 
NIA 

. 4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Schedule CSB-17 
Page 1 of 2 

Staff Recommended Rates 
Consolidated 

$ 20.00 
33.00 
55.00 

110.00 
176.00 
352.00 
550.00 

1,200.00 
1.760.00 

~~ 

NIA 

NIA 
NIA 

NIA 
NIA 
NIA 

4.0000 
7.2000 
9.0090 

NIA 
NIA 

7.2000 
9.0090 

N/A 
NIA 

7.2000 
9.0090 

NIA 
NIA 

7.2000 
9.0090 

N/A 
NIA 

7.2000 
9.0090 

NIA 
NIA 

7.2000 
9.0090 
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6" Meter (Consolidated) 

First 500.000 gallons 
Over 500,000 gallons 

First 450,000 gallons 
Over 450,000 gallons 

8" Meter (Consolidated) 

First 800,000 gallons 
Over 800,000 gallons 

NIA 
NIA 

WA 
NIA 

NIA 
NIA 

First 750,000 gallons NIA 
Over 750,000 gallons NIA 
Reestablishment (within 12 months) 

Other Service Charges 
United System 

Establishment $ 25.00 
Establishment (After Hours) $ 35.00 

Reconnection (Delinquent and After Hours) $ 30.00 
Meter Test (If Correct) $ 25.00 
Deposit 
Deposit Interest' 6.00% 
Reestablishment (within 12 months) 
NSF Check $ 17.50 
Deferred Payment (per month) 1.50% 
Meter Re-Read (if correct and not error) $ 15.00 
Late Charge per month (per R-14-2-409 G (6): 1.50% 
After Hour Service Charge (at wst. request) NIA 

Reconnection (Delinquent) $ 20.00 

.I 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

C&S Systems 
$ 25.00 
B 35.00 
$ 20.00 
B 30.00 
$ 20.00 

6.00% 

$ 10.00 
1.50% 

$ 10.00 
1.50% 

NIA 

.* 

Rate Design Schedule CSB-17 
Page 2 of 2 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Zonsolidated Company Proposed 
$ 25.00 
$ 35.00 
$ 20.00 
$ 30.00 
$ 25.00 

6.00% 

$ 17.50 
1.50% 

$ 15.00 
1.50% 

NIA 

** 

Per Commission Rule Rl4-2-403(8). .. Number of months off the system times the monthly minimum per A.A.C. R14-2-403(D). 

In addition to the collection of regular rates, the utility will collect from its customers a proportionate share of any 
privilege, sales, use, and franchise tax. Per commission rule 14-2-409D(5). 

All advances and/or contributions are to include labor, materials. overheads, and all applicable taxes 

Service and Meter Installation Charges 

Service Size 
518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
2 Inch Turbine 
2 Inch Compound 
3 Inch 
3 Inch Turbine 
3 Inch Compound 
4 Inch 
4 inch Turbine 
4 Inch Compound 
6 inch - United Systems 
6 Inch - Cas Systems 
6 Inch Turbine 
6 Inch Compound 
0 Inch 

United 
Systems and 
C8S System 
Total Present 
$ 430.00 
$ 480.00 
$ 550.00 
$ 775.00 
$ 1,305.00 

NIA 
NIA 

$ 1,815.00 
NIA 
NIA 

$ 2,860.00 
NIA 
NIA 
NIA 

$ 5,275.00 
NIA 
NIA 
NIA 

Consolidated 
Proposed 

Service Line 
Charge 

$ 445.00 
$ 445.00 
$ 495.00 
$ 550.00 

NIA 
$ 830.00 
$ 830.00 

NIA 
$ 1,045.00 
$ 1,165.00 

NIA 
$ 1,490.00 
$ 1,670.00 

NIA 
NIA 

$ 2,210.00 
$ 2,330.00 

At Cost 

Consolidated 
Proposed Meter 
nsallation Chargc 
$ 155.00 
$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,890.00 

NIA 
$ 1,670.00 
$ 2,545.00 

NIA 
$ 2,670.00 
$ 3,645.00 

NfA 
NIA 

$ 5,025.00 
$ 6,920.00 

At Cost 

Consolidated 
Total Proposed 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 
$ 2,720.00 

NIA 
$ 2,715.00 
$ 3,710.00 

NIA 
$ 4,160.00 
$ 5,315.00 

NIA 
NIA 

$ 7,235.00 
$ 9,250.00 

At Cost 

NIA 
NIA 

7.2000 
9.0090 

NIA 
NIA 

7.2000 
9.0090 

Consolidated Staff Recommended 
$ 25.00 

Remove from Tariff 
$ 20.00 

Remove from Tariff 
$ 25.00 

6.00% 

$ 17.50 
1.5% per month 

$ 15.00 
1.5% per month 

$ 35.00 

** 

Consolidated 
Recommended 

Service Line 
Charge 

6 445.00 
6 445.00 
6 495.00 
6 550.00 

NIA 
6 830.00 
6 830.00 

NIA 
6 ,045.00 
6 ,165.00 

NIA 
6 ,490.00 
6 ,670.00 

NIA 
NIA 

6 2,210.00 
L 2,330.00 

At Cost 

Consolidated 
Recommended 
Meter Insallation 

Charge 
$ 155.00 
$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,890.00 

NIA 
$ 1,670.00 
$ 2,545.00 

NIA 
$ 2,670.00 
$ 3,645.00 

NIA 
NIA 

$ 5,025.00 
6 6,920.00 

At Cost 

Consolidated Total 
Recommended 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 

2,720.00 $ 
NIA 

$ 2,715.00 
16 3,710.00 

NIA 
$ 4,160.00 
8 5,315.00 

NIA 
NIA 

$ 7,235.00 
$ 9,250.00 

At Cost 
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518 

Schedule CSB-18 
Page 1 of 2 

5/8 518 

Typical Bill Analysis for United System 
General Service 5/8 x 3/4-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 2,903 $ 21.60 $ 47.22 $ 25.62 118.60% 

Median Usage 1,434 18.77 43.18 $ 24.42 130.10% 

Staff Recommended 

Average Usage 2,903 $ 21.60 $ 31.61 $ 10.01 46.33% 

Median Usage 1,434 18.77 25.74 $ 6.97 37.13% 

Present & Proposed Rates (Without Taxes) 
General Service 5/8 x 3/4-lnch Meter 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

17.93 
19.86 
21.79 
23.72 
26.71 
29.70 
32.69 
35.68 
38.67 
41.66 
44.65 
47.64 
50.63 
53.62 
56.61 
59.60 
62.59 
65.58 
68.57 
71.56 
86.51 

101.46 
116.41 
131.36 
146.31 
161.26 
236.01 
310.76 

41.99 
44.74 
47.49 
50.24 
54.99 
59.74 
64.49 
69.24 
73.99 
78.74 
85.49 
92.24 
98.99 

105.74 
112.49 
119.24 
125.99 
132.74 
139.49 
146.24 
179.99 
213.74 
247.49 
281.24 
314.99 
348.74 
517.49 
686.24 

134.19% 
125.28% 
1 17.94% 
1 11.80% 
105.88% 
1 01 .14% 
97.28% 
94.06% 
92.34% 
89.01% 
91.47% 
93.62% 
95.52% 
97.20% 
98.71% 

1 OO.07% 
101.29% 

103.43% 
104.36% 
108.06% 
1 10.66% 
112.60% 
1 14.10% 
115.29% 
116.26% 
119.27% 
120.83% 

102.41% 

24.00 
28.00 
32.00 
39.20 
46.40 
53.60 
60.80 
68.00 
75.20 
82.40 
91.41 

100.42 
109.43 
118.44 
127.45 
136.45 
145.46 
154.47 
163.48 
172.49 
217.54 
262.58 
307.63 
352.67 
397.72 
442.76 
667.99 
893.21 

33.85% 
40.99% 
46.86% 
65.26% 
73.72% 
80.47% 
85.99% 
90.58% 
94.47% 
97.79% 

104.72% 
11 0.79% 
118.13% 
120.88% 
125.13% 
128.95% 
132.41 % 
135.55% 
138.41% 
141.04% 
151.46% 
158.80% 
164.26% 
168.48% 
171.83% 
174.56% 
183.03% 
187.43% 
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Schedule CSB-18 
Page 2 of 2 

Typical Bill Analysis for C&S System 
General Service 518 x 314-Inch Meter 

Present Proposed Dollar Percent 
Company Proposed Gaiions Rates Rates increase Increase 

Average Usage 6,961 $ 27.30 $ 64.30 $ 37.00 135.53% 

Median Usage 4,500 23.66 52.62 $ 28.96 122.38% 

Staff Recommended 

Average Usage 6,961 $ 27.30 $ 60.52 $ 33.22 121.66% 

Median Usage 4,500 23.66 42.80 $ 19.14 80.90% 

Present 8 Proposed Rates (Without Taxes) 
General Service 518 x 314-Inch Meter 

Gallons 

Consumption 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

BOB STUMP 

GARY PIERCE 

BRENDABURNS 

BOB BURNS 

SUSAN BITTER SMITH 

Chairman 

Commissioner 

Commissioner 

Commissioner 

Commissioner 

IN THE MATTER OF THE APPLICATION OF ) 

CORPORATION, FOR DETERMINATION OF ) 
THE FAIR VALUE OF ITS UTILITY PLANTS ) 
AND PROPERTY AND FOR INCREASES IN ITS ) 
WATER RATES AND CHARGES FOR UTILITY ) 
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EXECUTIVE SUMMARY 
PAYSON WATER CO., INC. 

DOCKET NOS. 
W-03514A-13-0111 and W-03514A-13-0142 

Staff’s surrebuttal testimony responds to Payson Water Company, Inc. (“Payson” or 
“Company”) rebuttal testimony on the following issues: 

1. RateBase 
a. Unsupported Plant Treated As Contributions In of Construction (“CIAC”) 
b. Unsupported Removal of CIAC Related to Condemnation Sale of Star/Quail 

Valley System 

2. Operating Income 
a. Salaries and Wages Related to Star/Quail Valley System 
b. $197,722 Corporate Office Allocation 
c. Miscellaneous Expense 
d. Depreciation Expense 
e.  Property Tax Expense 

Staff recommends a revenue increase of $241,822 or 75.45 percent increase over test year 
revenue of $320,525. The total annual revenue of $562,347 produces an operating income of 
$27,208 or a 6.40 percent rate of return on an original cost rate base of $425,129. 
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INTRODUCTION 

Q. Please state your name, occupation, and business address. 

A. My name is Crystal S. Brown. I am a Public Utilities Analyst V employed by the Anzona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff”). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. Yes. 

Are you the same Crystal S. Brown who fied direct testimony in this case? 

PURPOSE OF SURREBUTTAL TESTIMONY 

Q. 
A. 

Q- 
A. 

What is the purpose of your surrebuttal testimony in this proceeding? 

The purpose of my surrebuttal testimony in this proceeding is to respond, on behalf of 

Staff, to the rebuttal testimony of Mr. Jason Williamson and Mr. Thomas Bourrassa, 

witnesses for Payson Water Company, Inc. (“Payson” or “Company”). 

What issues will you address? 

I will address the issues listed below that are discussed in the rebuttal testimony of Mr. 

Bourrassa and Mr. Williamson. 

1. Rate Base 

a. 

b. Unsupported Removal of CIAC Related to Condemnation Sale of 

Unsupported Plant Treated As Contributions In of Construction (“CIAC”) 

Star/Quail Valley System 

2. Operating Income 

a. Salaries and Wages Related to Star/Quail Valley System 

b. $197,722 Corporate Office Allocation 

c. Miscellaneous Expense 
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d. Depreciation Expense 

e. Property Tax Expense 

Q. Does your silence on any particular issue raised in the Company's rebuttal testimony 

indicate that Staff agrees with the Company's stated rebuttal position? 

No. Rather, where I do not respond, I am continuing to rely on my direct testimony. A. 

SUMMARY OF PROPOSED REVENUES 

Q. 

A. 

Please summarize Staff's recommended revenue. 

Staff recommends a revenue increase of $241,822 or 75.45 percent increase over test year 

revenue of $320,525. The total annual revenue of $562,347 produces an operating income 

of $27,208 or a 6.40 percent rate of return on an original cost rate base of $425,129. 

Q. How does Staffs recommended revenue compare to the recommended revenue in 

Staffs direct testimony? 

Staffs recommended revenue has increased by $1,101, fiom $561,246 in its direct 

testimony to $562,347 in this testimony. 

A. 

RATE BASE 

Q. 

A. 

Please summarize Staff's adjustments to Payson's rate base shown on Surrebuttal 

Schedule CSB-3. 

A summary of the Company's proposed and Staffs recommended rate base follows: 

TEST YEAR RATE BASE 
Per staff - 

Direct Difference Surrebuttal 
$659,457 ($234,328) $425,129 

Per Company - 
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Q. How does Staffs recommended rate base compare to the recommended rate base in 

Staff‘s direct testimony? 

Staff‘s recommended rate base rate is the same as the recommendation made in its direct 

testimony. 

A. 

RATE BASE 

Rate Base Adjustment No. I - Unsupported Plant Treated as CIAC 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What percentage of the $233,733 in unsupported plant costs did Staff recommend to 

be treated as CIAC? 

Of the $233,733 in plant costs for which the Company had no supporting source 

documentation, Staff recommended that 30 percent (i.e. $70,120) be treated as CIAC and 

the remaining 70 percent (i.e. $163,613) be treated as if the Company had paid for the 

plant (i.e. equity plant). Staff made this recommendation due to the Company’s change in 

ownership and the Company’s inability to obtain plant invoices for years prior to 2009 

from the former owner. 

Did Staff review Payson’s rebuttal testimony concerning Staff’s treatment of the 30 

percent of unsupported plant treated as CIAC? 

Yes. 

What is the Company’s concern? 

The Company is concerned that Staff did not accept the annual reports and tax 

depreciation schedules as evidence that the Company paid for the plant. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What are key objectives in the audit of plant for a regulated water utility? 

Key objectives in the audit of plant for a regulated water utility are to verify the cost of the 

plant with source documentation, to verify the existence and ownership of plant, and to 

verify that the amount of plant funded with CIAC is properly reported as CIAC (i.e. a 

verification of who paid for the plant). 

Were the annual reports and tax depreciation schedules provided by the Company 

audited by an independent CPA firm or government auditors? 

No, the annual reports and tax depreciation schedules provided by the Company were not 

audited by an independent CPA firm or government auditors. Therefore, no independent 

examination was performed to determine whether or not Payson’s plant and CIAC 

balances were accurately reported. 

What do the unaudited annual reports and tax depreciation schedules show? 

The unaudited annual reports and tax depreciation schedules show that the financial 

information used in the Company’s general ledger was consistent with the financial 

information reported in the Company’s annual reports and tax depreciation schedules. 

However, because the information shown on these documents is not audited, they do not 

provide adequate evidence that the amounts reported in the general ledger are correct. 

Further, these schedules do not provide evidence of who paid for the plant. 

Is Staff’s adjustment consistent with the NARUC and the Arizona Administrative 

Code? 

Yes, making this adjustment is consistent with the recommended audit evidence 

considerations outlined in the NARUC Rate Case and Audit Manual which lists invoices 

as one of the records to be reviewed during the audit. Staffs adjustment is also consistent 
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with the record keeping requirements of Arizona Administrative Code R14-2-610 D.1 

which states, “Each utility shall keep general and auxiliary accountinrr records reflecting 

the cost of its properties . . . and all other accounting and statistical data necessary to give 

complete and authentic information as to its uroperties . . .” (emphasis added). 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What is the risk to customers when inadequately supported plant costs are included 

in plant in service? 

As Staff stated in its direct testimony, if unsupported costs are not removed, ratepayers are 

at risk of paying for non-existent costs. Further, customers are at risk of payng a return 

on and a return of plant for which the owner has no investment (i.e. plant which was not 

paid for by the owner, such as CIAC). . 

What are Staff‘s recommendations? 

Staff recommends increasing CLAC by $70,120 and increasing amortization of CIAC by 

$11,455 resulting in a net decrease to rate base of $58,665 as shown in column B on 

Surrebuttal Schedules CSB-4 and CSB-5. 

How does Staffs recommendation for unsupported plant compare to the 

recommendation for unsupported plant in Staffs direct testimony? 

Staffs recommendation for unsupported plant is the same as the recommendation made in 

its direct testimony. 
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Rate Base Adjustment No. 2 - Unsupported Removal of CIAC Related to Sale of the Star/Quail 

Valley System 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Did Staff review Payson’s rebuttal testimony concerning Staffs adjustment to CIAC 

Related to Sale of the Star/Quail Valley System? 

Yes. 

Is the Company’s understanding of what Staff was questioning regarding the CIAC 

correct? 

No, the Company’s understanding is not correct. Mr. Bourassa’s states on page 5, line 15 

of his rebuttal testimony, “Ms. Brown questions whether the CIAC removed fiom the 

CIAC balance was really CIAC.” This statement is incorrect. Staff was not questioning 

whether or not the $502,246 that the Company proposed to remove fiom CIAC due to the 

condemnation sale of the Star/Quail Valley system was actually CIAC. Staff 

recommended that all of the $502,246 except the $77,715 proven to be related to the 

condemnation sale be added back to the CIAC account. 

Rather, Staff was seeking adequate evidence to support the Company’s claim that the 

$502,246 in CIAC (which represents over half of the Company’s total $916,069 CIAC 

balance) related solely to the StadQuail Valley system and thus should be removed from 

the Company’s rate base because the Star/Quail Valley system was condemned and sold. 

When did the Company acquire the Star/Quail Valley system? 

According to the direct testimony of Mr. Robert Hardcastle (p.2, beginning at line 3)’ the 

Star/Quail Valley system was part of the United Systems which was purchased in 1996. 

In August 1996, BUI acquired C&S Water Company, Inc. (“C&S’’) 
and United Utilities, Inc. (“United”). C&S and United together 
comprised numerous water systems nine of which eventually 
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became PWC: Deer Creek (owned by C&S), and Mead’s Ranch, 
East Verde Estates, Flowing Springs, Geronimo EstatesElusive 
Acres, Mesa del Caballo, Whispering Pines, GiseldTonto Creek 
Shores, and Star Valley/Quail Valley (all owned by United). PWC 
currently owns and operates eight of the systems. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

When were the current rates for the United Systems approved? 

According to the direct testimony of Mr. Robert Hardcastle (p.2, beginning at line 19), the 

United Systems rates were approved in Decision No. 62401, dated March 30,2000. 

The Company’s current rates were approved in C&S Decision No. 
62320 (February 17,2000) and United Decision No. 62401 (March 
30,2000). C&S’s rates went into effect on or about March 1, 2000. 
United’s rates went into effect on or about May 1,2000. 

What was the CIAC balance reported for the United Systems in Decision No. 62401? 

The CIAC balance reported for the United Systems, which is composed of eight water 

systems and includes the Star/Quail Valley system, was $960,903. 

Was the CIAC balance broken out by system? 

No, it was not. Therefore, the amount of CIAC related to the Star/Quail Valley system 

could not be identified. 

Has the Company provided any additional information to support its claim that the 

entire $502,246 in CLAC related solely to Star/Quail Valley system? 

No, it has not. 
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Q. What is Staff’s recommendation? 

A. Staff recommends increasing CIAC by $470,913 and increasing amortization of CIAC by 

$295,250, for a net $175,663 decrease in rate base as shown on Surrebuttal Schedules 

CSB-4 and CSB-6. 

Q. How does Staffs recommendation for CIAC compare to the recommendation for 

CIAC in Staffs direct testimony? 

Staffs recommendation for CIAC is the same as the recommendation made in its direct 

testimony. 

A. 

Rate Base - Accumulated Deferred Income Taxes 

Q. 

A. 

What are accumulated deferred income taxes (“ADITS”)? 

Accumulated deferred income taxes (“ADITS”) are the accumulated computed tax 

differences between income taxes calculated for rate-making purposes and the actual 

income taxes that a company pays to the United States Treasury and the State of Arizona. 

Q. 

A. 

What is the primary cause of the income tax difference? 

The primary cause of the income tax difference is that a different amount of depreciation 

expense is used to calculate income taxes for ratemalung purposes than is used to calculate 

income taxes for federal and state purposes. 

Q. 

A. Yes. 

Has Staff reviewed the Company’s rebuttal testimony concerning the ADIT balance? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

1E 

If 

For Illustrative Purposes Only 
Company’s Filing 

Company Proposed Revenue (From Direct Test.) 
Less: All Expenses Except Depreciation Expense 

Less: Depreciation Expense on Investor Funded 

Less: 

Taxable Income 

Income Taxes Paid 

and Income Taxes 

Plant ($2,159,387 - $375,036) 
Depreciation Expense allowed on CIAC 
Funded Plant ($375,036 x 0%) 

Multiplied by Tax Rate 

Income Tax Timing Difference (Le., ADIT) 

Surrebuttal Testimony of Crystal S. Brown 
Docket Nos. W-03514A-13-0111 and W-03514A-13-0142 
Page 9 

Ratemaking IRS 
Income Tax Difference Income Tax 
Calculation Calculation 

$720,3 10 $0 $720,3 10 
<$526,929> $0 <$526,929> 

<$85,63 2> $0 <$85,632> 

$0 $0 $0 

$107.749 E! $1 07.749 
40% 40% 40% 

$43,100 $0 $43,100 
$0 

Q* 
A. 

Q. 
A. 

What is the Company’s concern? 

The Company alleges that Staffs adjustment to increase the CIAC balance should also 

result in an adjustment to the ADIT balance which, in turn, would increase rate base. 

Does Staff agree? 

No, Staff does not agree. As shown in the table below, there are no tax differences caused 

by CIAC. Amortizatioddepreciation expense associated with CIAC is not recognized in 

the calculation of income taxes for ratemaking purposes because only depreciation net of 

CIAC amortization is used. Moreover, CIAC amortization is not used in the calculation of 

income taxes for federal and state purposes because the Company has no tax basis in the 

plant. 

Q. 

A. 

Ms. Brown, is there any additional information that you would like to bring to the 

Commission’s attention regarding Mr. Bourassa’s ADIT discussion?? 

Yes. Mr. Bourassa’s statement that changes in CIAC balances result in changes to ADIT 

balances is not supported by the CIAC and ADIT information contained in the Balance 

Sheet of the Company’s 2012 Annual Report, where Staff noted changes in level of CIAC 

between the beginning and the end of the year, but the Company failed to show any 
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change to the reported ADIT balance. In fact, a zero ADIT balance is shown for both the 

beginning and the end of the year while the net CIAC balance drops by $178,341. (See 

the lines displaying USoA account 271 and USoA account 272 information.) 

Operating Income Adjustment No. I - Salaries and Wages 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Did Staff review the Company’s rebuttal testimony concerning salaries and wages? 

Yes. 

Does Staff agree? 

Yes and Staff has changed its schedules accordingly. 

What is Staffs recommendation? 

Staff recommends salaries and wage expense of $55,097 which is the same amount 

proposed by the Company as shown on Schedules CSB-8 and CSB-9. 

How does Staffs recommendation for salaries and wages compare to the 

recommendation for salaries and wages in Staffs direct testimony? 

Staffs recommendation for salaries and wages has increased by $2,507, fiom $52,591 in 

Staffs direct testimony to $55,097 in its surrebuttal testimony. 

Operating Income Adjustment No. 3 - $I 97,722 Corporate Ofice Allocation 

Q. Has Staff reviewed the Company’s rebuttal testimony concerning the $197,722 

Corporate Office Allocation? 

A. Yes. 
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Q. 
A. 

Q. 
A. 

What are the Company’s concerns? 

The Company has three Concerns. First, the Company believes that the BUI allocation is 

no longer a recumng expense. Second, the Company believes that it is appropriate to use 

an estimate of $173,903 that is not based upon actual test year operating experience that is 

adjusted for known and measurable changes. Third, the Company claims that the $33,545 

in bonuses are not actually bonuses, and therefore, should continue to be included in 

operating expenses. 

Does Staff agree? 

No, Staff will discuss each separately. 

The B UI Overhead Allocation 

Q. 

A. 

The Company states on page 10, line 1 of Mr. Bourassa’s testimony that, “Since BUI 

is no longer the owner of PWC, its overhead allocation is no longer recurring expense 

going forward.” Does Staff agree? 

No, Staff does not agree as changing who provides a service (i.e. vendor) does not result 

in the expense becoming non-recurring. A “non-recurring” expense is defined by whether 

or not a cost will continue to be needed in the provision of service. It is not defined by 

whether or not the vendor who provides the services (i.e. SUI) changes to a different 

vendor @.e. Pivotal). The cost of administrative and other services provided by the BUI 

overhead allocation will continue through a different vendor (i.e. Pivotal). 
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The Company’s $I 73,903 Estimate 

Q. 

A. 

Q- 
A. 

Q. 
A. 

What does the Rate Case and Audit Manual Prepared by NARUC Staff 

Subcommittee on Accounting and Finance (2003) (“NARUC Rate Case and Audit 

Manual”) state concerning adjustments to test year data? 

On page 15 of the NARUC Rate Case and Audit Manual, it states: 

A utility’s rate filing commonly begins with test year booked 
numbers, which are then adjusted to represent anticipated, 
normalized operations for the period, that the rates will take effect. 
. . . Several types of adjustments may be included, and these 
adjustments may be referenced by different names in different 
jurisdictions. Commonly, these adjustments will include correcting 
adjustments (e.g., the removal of prior period items fi-om the test 
year), normalizing adjustments (e.g., adjusting . . . for a normalized 
level of expenses), and pro forma adjustments (e.g., the reflection of 
authorized salary increases into’ the test year figures). In general, 
the pro forma adjustments can be viewed as a ratemalung attempt to 
transform the relationship that exists between the elements of cost 
of service (revenues, expenses, taxes, and investment) during the 
test year to one that would take place during the period that the rates 
resulting fi-om the rate proceeding take effect. (Emphasis added). 

Is the use of an estimate appropriate when actual test year data is available? 

No, the use of an estimate is not appropriate when actual test year data is available. The 

NARUC Rate Case and Audit Manual indicates that actual test year data should be 

adjusted for known and measurable changes. 

Does an estimate that is not based upon actual data lend itself to auditing? 

No, it does not. The Company puts forth estimates but cannot provide the underlying 

basis for the estimates as it admits that there are none. 
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The Company’s $33,545 in Bonuses 

Q. 

A. 

Q. 
A. 

Q. 

A. 

The Company states on page 11, line 16 of Mr. Bourassa’s testimony that, “. . . Ms. 

Brown recommends removing $33,545 for so-called bonuses as part of its $43,260 

downward adjustment to the BUI overhead allocation. However, this was base 

compensation, which was not optional - it had to be paid.” Does Staff agree? 

No, Staff does not. The Company provided documentation to show the detail of the 

$197,722 overhead allocation. This documentation explicitly identified the $33,545 as 

“bonuses” as shown on page 1 of Attachment B. 

What is Staffs recommendation? 

Staff recommends decreasing miscellaneous expense by $43,260 as shown on Schedules 

CSB-8 and CSB-11. 

How does Staffs recommendation for miscellaneous expense compare to the 

recommendation for miscellaneous expense in StafPs direct testimony? 

Staffs recommendation for miscellaneous expense is the same as the recommendation 

made in its direct testimony. 

Operating Income Adjustment No. 5 - Miscellaneous Expense Other 

Q. 

A. 

Did the Company disagree with Staffs removal of $2,438 related to chemicals 

expense and $1,650 for costs related to a consumption report for augmentation costs? 

Yes. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Why did Staff remove the $2,438 related to chemicals expense and $1,650 for costs 

related to a consumption report for augmentation costs? 

Staff removed $2,438 for a consumption report regarding water augmentation costs to be 

consistent with Staff's recommendation to eliminate the water augmentation surcharge in 

Phase I of this proceeding. Staff removed $2,438 in chemical costs which the Company 

stated in response to CSB 2.6 was duplicative as shown in Attachment C. 

What is Staffs recommendation? 

Staff recommends decreasing miscellaneous expense by $7,007 as shown on Surrebuttal 

Schedules CSB-8 and CSB-13. 

How does Staffs recommendation for miscellaneous expense compare to the 

recommendation for miscellaneous expense in Staffs direct testimony? 

Staffs recommendation for miscellaneous expense is the same as the recommendation 

made in its direct testimony. 

Operating Income Adjustment No. 7 -Income Taxes 

Q. 
A. 

Q. 
A. 

Did Staff review the Company's rebuttal testimony concerning income tax expense? 

Yes. The Company indicated that the correct state income tax rate to be used in the 

calculation of income taxes is 6.5 percent. The Company has reflected this updated tax 

rate in its rebuttal testimony. 

Does Staff agree with the Company? 

Yes, and Staff has revised its income tax calculation accordingly. 
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Q. 
A. 

Q. 

A. 

What is Staffs recommendation? 

Staff recommends increasing income tax expense by $34,2 19, from a negative $109,557 to 

a negative $75,338 as shown on Surrebuttal Schedules CSB-8 and CSB-15. 

How does Staffs recommendation for income tax expense compare to the 

recommendation for income tax expense in Staffs direct testimony? 

Staff's recommendation for income tax expense has decreased by $17, from a negative 

$75,321 in Staffs direct testimony to negative $75,338 to in Staffs surrebuttal testimony. 

Operating Income Adjustment No. 8 - Property Taxes 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Did Staff review the Company's rebuttal testimony concerning property taxes? 

Yes. The Company indicated that the correct assessment ratio to be used in the 

calculation of property taxes is 19%. The Company has reflected this updated ratio in its 

rebuttal testimony. 

Does Staff agree with the Company? 

Yes, and Staff has revised its property tax calculation accordingly. 

What is Staffs recommendation? 

Staff recommends decreasing property tax expense by $1,052 as shown on Surrebuttal 

Schedules CSB-8 and CSB-16. 

How does Staff's recommendation for property tax expense compare to the 

recommendation for property tax expense in Staffs direct testimony? 

Staff's recommendation for property tax expense has decreased by $1,052, from $21,030 

in Staff's direct testimony to $19,978 in Staffs surrebuttal testimony. 
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Revenue Requirement 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Has Staff made a correction to the amount of increase recommended for Other 

Operating Revenues? 

Yes. In its direct testimony, Staff had captured a $3,750 recommended increase to other 

operating revenues. However, Staff did not intend to recommend this change. Staff has 

removed this amount in its surrebuttal testimony. 

How does Staffs recommendation for other operating revenues compare to the 

recommendation for other operating revenues in Staffs direct testimony? 

Staffs recommendation for other operating revenues has decreased by $3,750, from 

$10,716 in Staffs direct testimony to $6,966 in Staffs surrebuttal testimony. 

Does this conclude Staffs surrebuttal testimony? 

Yes, it does. 



Payson Water Company, Inc. 
Docket No. W-03514A-13-011 I 
Test Year Ended December 31,2012 

REVENUE REQUIREMENT 

Surrebuttal Schedule CSB-1 

PI 
COMPANY 
ORIGINAL 

COST 

PI 
STAFF 

ORIGINAL 
COST 

LINE 
- NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

i 

DESCRIPTION 

Adjusted Rate Base $ 659,457 $ 425.1 29 

Adjusted Operating Income (Loss) $ (1 82,479) $ (129,641) 

Current Rate of Return (L2 / L1) 

Required Rate of Return 

-27.67% -30.49% 

11 .OO% 6.40% 

Required Operating Income (L4 * L1) 

Operating income Deficiency (L5 - L2) 

$ 72,540 $ 27,208 

$ 255,020 $ 156,849 

Gross Revenue Conversion Factor 1.56766 1.541 75 

$ 241,822 Increase (Decrease) In Gross Revenue (L7 * L6) 

Adjusted Test Year Revenue 

$ 399,785 

$ 320,525 $ 320,525 

Proposed Annual Revenue (L8 + L9) 

Required increase/(Decrease in Revenue) (%) (L8/L9) 

$ 720,310 $ 562,347 

124.73% 75.45% 

References: 
Column [A]: Company Schedules A-I 
Column [B]: Staff Schedules CSB-2, CSB-3, & CSB-I 5 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December31,2012 

GROSS REVENUE CONVERSION FACTOR 

Surrebuttal Schedule CSB-2 

LINE 
NO. - DESCRIPTION 

Calculation of Gross Revenue Conversion Factor: 
1 Revenue 100.0000% 
2 Uncollecible Fador (Line 11) 0.0000% 
3 Revenues (L1 - L2) 100.0000% 
4 35.1387% 
5 SUbtOtal (L3 - L4) 64.8613% 
6 Revenue Conversion Factor ( L l  I L5) 1.541752 

Combined Federal and State Income Tax and Property Tax Rate (Line 23) 

Calculation of Uncolleceible Factor: 
7 Unity 
8 Combined Federal and State Tax Rate (Line 17) 
9 One Minus Combined Income Tax Rate (L7 - L8 ) 
10 Uncollectible Rate 
11 Uncollectible Factor (L9 * L10 ) 

100.0000% 
33.7626% 
66.2374% 
0.0000% 
0.0000% 

Calculation of €fectke Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Income) 100.0000% 
13 Arizona State Income Tax Rate 6.5000% 
14 Federal Taxable Income (L12 - L13) 93.5000% 
15 Applicable Federal Income Tax Rate (Line 53) 29.1 578% 
16 Effective Federal Income Tax Rate (L14 x L15) 27.2626% 
17 Combined Federal and State Income Tax Rate (L13 +L16) 33.7626% 

Calculation of Effective Proprtv Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (L17) 
20 One Minus Combined Income Tax Rate (L18-Ll9) 
21 Property Tax Fador 2.0777% 
22 Effective Property Tax Fador (L2O'cZl )  
23 

1.3762% 
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 35.1387% 

100.0000% 
33.7626% 
66.2374% 

24 Required Operating Income 
25 AdjustedTest Year Operating Income (Loss) 
26 Required Increase in Operating Income (L24 - LZ5) 

$ 27.208 
( 129,641 ) 

$ 156,849 

27 Income Taxes on Recommended Revenue (-1. [C]. L52) $ 4,611 
28 
29 

Income Taxes on Test Year Revenue (Col. [A], L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

(75.338) 
79,949 

30 Recommended Revenue Requirement $ 562,347 

32 
33 
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32-L33) 

31 Uncollectible Rate (Line 10) 0.0000% 
Uncollledible Expense on Recommended Revenue (L30l-31) 
Adjusted Test Year Uncollectible Expense 

$ 
$ 

35 Property Tax wlth Recommended Revenue $ 25,002 
36 Property Tax on Test Year Revenue 19,978 
37 Increase in Property Tax Due to Increase in Revenue (L35L36) 
38 Total Required Increase in Revenue (L26 + L29 + L34 + L37) 

5,024 
$ 241,822 ____ 

Calculation of lnwme Tax: 
39 Revenue 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L56) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
47 Federal Tax on Second Income Bracket ($51,001 - $75,000) Q 25% 
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
49 Federal Tax on Foudh Income Bracket ($100,001 - $335,000) Q 39% 
50 Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34% 
51 Total Federal Income Tax 
52 Combined Federal and State Income Tax (L44 + L51) 

Test Staff 
Year Recommended 

$ 320,525 $ 241,822 $ 562,347 
$ 525,505 $ 5,024 $ 530.529 
$ 9,353 $ 9,353 
$ (214.333) $ 22,455 

$ (13.932) $ 1,460 

$ (6.250) $ 
$ (8,500) $ 
$ (39,156) $ 
$ $ 

6.5000% 6.5000% 

$ (200,401) $ 21,005 
$ (7,500) $ 3,151 

$ (61,406) $ 3,151 
$ (75.338) $ 4,611 

53 Applicable Federal Income Tax Rate [Col. [C], L51 - Col. [A], L51] / po l .  IC], L45 - Col. [A], L45] 29.1578% 

Calculation of lnferesf Svnchronizetion: 
54 Rate Base 
55 Weighted Average Cost of Debt 
56 Synchronized Interest (L45 X L46) 

$ 425,129 
2.2000% 

$ 9,353 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. 

1 
2 
3 

4 

5 

6 
7 
8 

9 

10 

11 

12 
13 

14 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Advances in Aid of Construction (AIAC) 

Service Line and Meter Advances 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

Total Advances and Contributions 

Customer Deposits 

Accumulated Deferred Income Taxes 

ADD: Workina Capital 

Prepayments 
Inventory 

Total Rate Base 

References: 
Column [A], Company Schedule B-1, Page 1 
Column [B]: Schedule CSB-4 
Column [C]: Column [A] + Column [B] 

Surrebuttal Schedule CSB-3 

RATE BASE - ORIGINAL COST 

(A) (B) (C) 
COMPANY STAFF 

AS STAFF ADJ AS 
FILED ADJUSTMENTS NO. ADJUSTED 

$ 2,159,387 $ $ 2,159,387 
1,332,825 1,332,825 

$ 826,562 $ $ 826,562 

$ 375,036 $ 541,033 1 $ 91 6,069 
231,270 306,705 2 537,975 

$ 143,766 234,328 $ 378,094 

$ 143,766 $ 234,328 $ 378,094 

$ 23,339 $ - $ 23,339 

$ 659,457 $ (234,328) $ 425,129 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

Surrebuttal Schedule CSB-4 

SUMMARY OF RATE BASE ADJUSTMENTS 

LINE 
- NO. PLANT IN SERVICE 

PI IC1 [Dl 
Adi No.1 ADJ No. 2 

Unsupported Unsupported 

Treated as 
Plant Removal of ClAC 

Related to Sale of 
Acct. COMPANY CIAC Star/Quail Valley System STAFF AS 

1 No. Plant Description AS FILED !Ref: Sch CSB-5 IRef: Sch CSB-6 I ADJUSTED 
2 301 Organization Cost $ 221 $ - $  - $  22 1 
3 
4 
5 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

33 
34 
35 

37 
38 
39 

41 

43 
44 
45 
46 
47 
48 
49 

J L  

0" 

4v 

4L 

302 Franchises 
303 Land and Land Rights 
304 Structures and Improvements 
305 Collecting and Impounding Reserviors 
307 Wells and Springs 
309 Supply Mains 
31 0 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
330 Distribution Reservoirs and Standpipes 

331 Transmission and Distribution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant and Miscellaneous Equipment 
340 Office Furniture and Equipment 

341 Transportation Equipment 
343 Tools, Shop, and Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Equipment 

330.2 Pressure Tanks 

340.1 Computers and Software 

Rounding 

Less: Accumulated Depreciation 
Total Plant in Service 

Net Plant in Service 

LESS: 
Advances in Aid of Construction (AIAC) 
Meter Deposits - Service Line & Meter Advances 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization of ClAC 

Net ClAC 

Total Advances and Net Contributions 

Customer Deposits 
Accumulated Deferred Taxes 

ADD: Workinq Capital 
Prepayments 

Total Rate Base 

16,500 
300,078 

2,531 
273,013 

3,681 
8,310 

217,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

72 

9,267 

16,500 
300,078 

2,531 
273,013 

3,681 
8,310 

21 7,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

72 

9,267 

1 1 
- $  - $ 2,159,387 $ 2,159,387 $ 

$ 1,332,825 $ - $  1,332,825 
$ 826,562 $ - $  - $ 826,562 

$ - $  - $  
$ 

- $  

$ 375,036 70,120 470,913 91 6,069 
$ 231,270 11,455 295,250 537,975 
$ 143,766 $ 58,665 $ 175,663 $ 378,094 

$ 143,766 $ 58,665 $ 175,663 $ 378,094 

$ 
$ 23,339 

- $  
- $  23,339 

$ - $  
$ - $  
$ 659,457 $ (58,665) $ (175,663) $ 425,129 



Payson Water Company, Inc. 
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Test Year Ended December 31,2012 

LINE 
NO. 

Surrebuttal Schedule CSB-5 

COMPANY STAFF STAFF 
DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

RATE BASE ADJUSTMENT NO. 1 - UNSUPPORTED PLANT TREATED AS ClAC 

9 
10 
11 

UNSUPPORTED PLANT TREATED AS ClAC 
Plant Unsupported 

Selected Plant Staff 
12 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

Description I In Sample I costs I as Adjusted 1 

2007 Plant Addition, Acct No. 310-Power Generation Equip. $ 20,059 $ - $  20,059 

2002 Plant Addition, Acct No. 31 1 - Pumping Equipment $ 12,580 $ - $  12,580 
2005 Plant Addition, Acct No. 31 1 - Pumping Equipment $ 12,467 $ - $  12,467 
2008 Plant Addition; Acct No. 31 1 - Pumping Equipment 19,722 

Acct No. 311- Pumping Equipment Subtotal ' $  44,769 $ - $  44,769 
19,722 

2001 Plant Addition, Acct No. 330-Distr Reserv 8 Standpipes $ 24,296 $ - $  24,296 
2002 Plant Addition, Acct No. 330-Distr Reserv & Standpipes 31,220 
2003 Plant Addition, Acct No. 330-Distr Reserv & Standpipes 42,968 

31,220 
42,968 

Acct No. 331- Tramp. & Distrib. Mains Subtotal $ 98,484 $ - $  98,484 

2003 Plant Addition, Acct No. 331-Services $ 23,284 $ - $  23,284 

2000 Plant Addition, Acct No. 334-Meters $ 35,491 $ - $  35,491 

Total $ 233,733 $ - $  233,733 
X 30% 

$ 70,119.90 

35 

36 I I 
37 Unsupported Year Transferred Number of Depreciation Amortization of 

CALCULATION OF AMORTIZATION OF ClAC ON UNSUPPORTED PLANT 

38 Year Added Plant Additions Plant To ClAC Interim Years Rate ClAC 
39 2000 Meters 35,491 2000 12.5 8.33% $36,955.00 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 

Distrib Reserviors 
Pumping Equip 

Distrib Reserviors 
Distrib Reserviors 

Services 
Pumping Equip 

Wells and Springs 
PWT Gen Equip 

24,296 
12,580 
31,220 
42,968 
23,284 
12,467 
11,646 
20,059 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 

2008 Pumping Equip $ 19,722 2008 
$ 233,733 

11.5 
10.5 
10.5 
9.5 
9.5 
7.5 
6.5 
5.5 
4.5 

2.22% 
12.50% 
2.22% 
2.22% 
3.33% 

12.50% 
3.33% 
5.00%. 

$6.202.77 
$16.51 1.25 

$7.277.38 
$9,061.95 
$7,365.89 

$1 1,687.81 
$2,520.78 
$5,516.23 

12.50% $1 1,093.63 
$38,184.33 

X 30% 
$ 11,455.30 

References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 1.3 
Column C: Column [A] + Column [B] 
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Test Year Ended December 31,2012 

LINE 
NO. 

Surrebuttal Schedule CSB-6 

COMPANY STAFF STAFF 
DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

RATE BASE ADJUSTMENT NO. 2 -UNSUPPORTED REMOVAL OF CIAC 
RELATED TO SALE OF STAWQUAIL VALLEY SYSTEM 

& 
Arnort of ClAC 

That Is Fully 
Amortized 

8 
9 Net ClAC 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

$ - $  175,663 $ 175,663 

StadQuail Valley System 
ClAC I % o f  ClAC 

of CIAC on 

$ 77,715 From Line 2 

$ 48,725 
Multiplied by 63% From Line 18 

References: 
Column A: Company Schedule 8-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 2.16 & CSB 2.17 
Column C: Column [A] + Column [B] 
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Surrebuttal Schedule CSB-7 

OPERATING INCOME -TEST YEAR AND STAFF RECOMMENDED 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
.I 8 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

DESCRIPTION 

REVENUES: 
Metered Water Sales 
Water Sales - Unmetered 
Other Operating Revenues 

Total Revenues 

EXPENSES: 
Salaries and Wages 
Employee Pensions & Benefits 
Purchased Power 
Fuel for Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies & Expense 
Contractual Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Taxes 
Rounding 

Total Operating Expenses 

Operating Income (Loss) 

References: 
Column (A): Company Schedule C-I 
Column (B): Schedule CSB-16 
Column (C): Column (A) + Column (B) 
Column (D): Schedules CSB-1 and CSB-2 
Column (E): Column (C) + Column (D) 

[AI [CI 
STAFF 

[El 

COMPANY STAFF TEST YEAR STAFF 
TESTYEAR TESTYEAR ADJ AS PROPOSED STAFF 
AS FILED ADJUSTMENTS NO. ADJUSTED CHANGES RECOMMENDED 

$ 313,559 $ 313,559 $ 241,822 $ 555,381 

6,966 6,966 6,966 
$ 320,525 $ $ 320,525 $ 241,822 $ 562,347 

$ 55,097 $ - I $ 55,097 $ $ 55,097 

50,533 

2,181 
28,089 

58,481 
11,000 

266 

65,000 
235,253 

85,632 

21,030 
(1 09,557) 

(1 1 

(1,683) 2 

(58,124) 3.4.5 

(26,198) 6 

(1,052) 
34,219 7 

50.533 

2,181 
28,089 

56,798 
11,000 

266 

65,000 
177,129 

59,434 

.I 9,978 
(75,338) 

(1) 

5,024 
79,949 

50,533 

2,181 
28,089 

56,798 
11,000 

266 

65,000 
177,129 

59,434 

25,002 
4,611 

(1) 

$ 503,004 $ (52,838) $ 450,166 $ 84,973 $ 535,139 
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LINE 

NO. 

Surrebuttal Schedule CSB-9 

STAFF 
COMPANY ADJUSTMENTS STAFF 

DESCRIPTION AS FlLED (COI C - COl  A) AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 1 - SALARIES & WAGES 

References: 
Column A: Company Schedule C-2 
Column B: Testimony, CSB; Data Request Responses CSB 1 .I 5, 1.24, and 2.1 1 
Column C: Column [A] + Column [B] 



' Payson Water Company, Inc. 
Docket No. W-03514A-13-01 I 1  
Test Year Ended December 31,201 2 

LINE 
NO. DESCRIPTION 

Surrebuttal Schedule CSB-IO 

STAFF 
COMPANY ADJUSTMENTS STAFF 
AS FILED (Col C - COI A) AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 2 - CONTRACTUAL SERVICES 

2 Legal Expenses Related to Condemnation $ (12,198) $ (1,683) $ (13,881) 
3 Total Contractual Services $ 58,481 $ (1,683) $ 56,798 

References: 
Column A: Company Schedule C-2 
Column 9: Testimony, CSB, Data Request Response CSB 1.31 
Column C: Column [A] + Column [B] 
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Surrebuttal Schedule CSB-11 

OPERATING INCOME ADJUSTMENT NO. 3 - 5197,722 Corporate Office Allocation 

[AI 

COMPANY 
AS FILED 

1 Miscellaneous Expense $ 37,531 
2 
3 Central Office Overhead Allocation $ 197.722 
4 Bonuses $ 
5 Star/Quail Valley Costs $ 

ADJUSTMENTS STAFF 

$ - $  37.531 

5 - $  197.722 
$ (33.545) $ (33,545) 
$ (9,466) $ (9.466) 

6 Other (Advertising, Rnes, Utility Plant, Gain on Sale) $ - $  (249) $ (249) 
7 Subtotal -Central m i c e  Overhead Allocation f 197.722 $ (43,260) 5 154,462 
8 
9 Total Miscellaneous Expense (L1 + L7) $ 235,253 $ (43,260) $ 191,993 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 

Salaries 8 Wages, Bonuses $ 
Payroll Taxes $ 

Benefits $ 
Building Occupancy Expenses $ 

Utilities $ 
Communications $ 

Travel $ 
Meals & Entertainment $ 

Lodging $ 
Supplies (Office Expenses) $ 

Repairs and Maintenance $ 
Bank Charges & Fees $ 

Professional Fees $ 
Training & Education $ 

Advertising & Promotion $ 
Dues &Subscriptions $ 

Licenses & Permits $ 
Flnes & Penalties $ 

Write Off $ 
Utiliiy Plant In Senrice $ 

Other General Business $ 
Property & Casualty Insurance $ 

Management Fees $ 
$ DepreciationlUtility Plant In Service (Office Space) 

33,544.62 $ 
4.939.37 $ 
3,810.35 $ 

81.43 $ 
3.182.87 $ 
7,679.43 $ 

13.911.85 $ 
577.95 $ 

2,135.89 $ 
14,640.49 $ 
5.181.27 $ 
2.488.32 $ 

31.210.70 $ 
466.18 $ 
137.87 $ 

1.338.34 $ 
2.685.24 $ 

12.36 $ 
15.75 $ 

94E.87 $ 
197.25 $ 
997.07 $ 

13.281.62 $ 
7,107.99 $ 

$197,722 Central ofiice Overhead Allocation (CSB 1.13, 2.8, 2.10. 2.11. & 2.12) 

Salaries 8 Wages $ 47.998.99 $ (4.307.76) $ 43,691.23 

(634.31) $ 4.305.06 
(489.32) $ 3,321.03 

- $  81.43 
- 6  3,182.87 
- $  7,679.43 
- $  7,679.43 
- $  577.95 
- $  2,135.89 

(1,881.40) $ 12,759.09 
- 1 6  5.181.27 

(319.55) $ 2,488.32 
- $  31,210.70 
- $  466.18 

- $  1,338.34 
- $  2,685.24 

- $  15.75 

- $  197.25 
(128.04) $ 997.07 

(1.705.61) $ 11,576.01 
- $  7,107.99 

$ 197.722.41 $ (43,260.06) $ 148,678 

Description I Per Company I Difference 1 Per Staff 

(33,544.62) $ 

(137.87) $ 

(12.36) $ 

(948.87) $ 

(Gain) Loss on Sale of Assets $ (849.66) 5 849.66 $ 

Customers Customers Customers 

1114 385 1499 

(D) 

Description 
Salaries &Wages 

1114 385 1499 Payroll Taxes 
1114 385 1499 Benefits 
1114 385 1499 Suppl. (Ofiice Expenses) 
1114 385 1499 Bank Charges & Fees 
1114 385 1499 Prop 8 Casualty Ins 
1114 385 1499 Management Fees 

(E) , rr , rl Monthly 
Annual Amount Amount 

Customer Customer 

Amount ColEIColC Co lF /12  
$ 33.544.62 $ 22 $ 1.86 

(G) 
Monthly 
Amount 

Per 
Customer 

For Six Months 
Col G x 6 Months 
5 4.307.76 

$ 4,939.37 $ 
$ 3,810.35 $ 
$ 14.650.49 $ 

$ 997.07 $ 
$ 13.281.62 $ 

$ 2,488.32 $ 

3 $ 0.27 
3 $ 0.21 

10 0 0.81 
2 $ 0.14 
1 $ 0.06 
9 $ 0.74 

$ 634.31 
$ 489.32 
5 1,881.40 
$ 319.55 
s 128.04 
$ 1.705.61 
$ 9,466.00 

References: 
Column A: Company Schedule C-1 
Column 6: Testimony, CSB; CSB 1.13, CSB 2.8 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-01 I 1  
Test Year Ended December 31,2012 

LINE COMPANY 

Surrebuttal Schedule CSB-12 

STAFF STAFF 

OPERATING INCOME ADJUSTMENT NO. 5 - MISCELLANEOUS EXPENSE, BEAVER DAM WRITE OFF 

2 Beaver Dam Write Off (CSB 2.3) $ 7,857 $ (7,857) $ 
3 Total Miscellaneous Expense $ 235,253 $ (7,857) $ 227,396 

References: 

Column A: Company Schedule C-I 
Column B: Testimony, CSB 
Column C: Column [A] + Column [BJ 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. DESCRIPTION 

OPERATING INCOME 

COMPANY STAFF STAFF 
AS FILED ADJUSTMENTS AS ADJUSTED 

ISTMENT 4 - MISCELLANE 

Surrebuttal Schedule CSB-13 

US EXPENSE, OTHER 

References: 
Column A: Company Schedule C-1 
Column B: Testimony, CSB 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. DESCRIPTION 

Surrebuttal Schedule CSB-14 

PLANT In NonDepreciable DEPRECIABLE DEPRECIATION 
SERVICE or Fully Depreciated PLANT DEPRECIATION EXPENSE 
Per Staff PLANT (Col A - Col B) RATE (Col C x Col D) 

34 
35 
36 
37 
38 
39 
40 
41 

. .  . . 
ClAC: $ 916,069 

Amortization of CIAC (Line 33 x Lhe 34): $ 44,387 

Depreciation Expense Before Amortization of CIAC: $ 103,821 
Less Amortization of CIAC: $ 44,387 

Test Year Depreciation Expense - Staff $ 59,434 
Depreciation Expense - Company: 85,632 

Staffs Total Adjustment: $ (26,198) 

References: 
Column [A]: Schedule CSB-4 
Column @3]: From Column [A] 
Column [C]: Column [A] - Column @3] 
Column [D]: Engineering Staff Report 
Column [a: Column [C] x Column [D] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

Surrebuttal Schedule CSB-15 

OPERATING INCOME ADJUSTMENT NO. 7 - TEST YEAR INCOME TAXES 

LINE 
NO. 

(A) 
DESCRIPTION 

Calculation of Income Tax: 
1 Revenue 
2 Less: Operating Expenses - Excluding Income Taxes 
3 Less: Synchronized Interest (L17) 
4 Arizona Taxable Income (Ll-  L2 - L3) 
5 Arizona State Income Tax Rate 
6 Arizona Income Tax (L4 x L5) 
7 Federal Taxable Income (L4 - L6) 
8 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
9 Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
10 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
11 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
12 Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34% 
13 Total Federal Income Tax 
14 Combined Federal and State Income Tax (L6 + L13) 

Calculation of lnterest Synchronization: 
15 Rate Base 
16 Weighted Average Cost of Debt 
17 Synchronized Interest (L16 x L17) 

18 
19 
20 

Test Year 
$ 320,525 
$ 525,505 
$ 9,353 
$ (214,333) 

6.500% 

$ (200,401) 
$ (7,500) 
$ (6,250) 
$ (8,500) 
$ (39,156) 
$ 

$ (13,932) 

$ (61,406) 
$ (75,338) 

$ 425,129 
2.20% 

$ 9,353 

Income Tax - Per Staff $ (75,338) 
Income Tax - Per Company $ (109,5571 

Staff Adjustment $ 34,219 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31, 201 2 

OPERATING INCOME ADJUSTMENT NO. 8 - PROPERTY TAX EXPENSE 

Surrebuttal Schedule CSB-16 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues $ 320,525 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule CSB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8 )  
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

2 
641,050 
320,525 
961,575 

3 
320,525 

2 
641,050 

641,050 
19.0% 

121,800 
16.4025% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 19,978 
Company Proposed Property Tax 21,030 

$ 

Staff Test Year Adjustment (Line 16-Line 17) $ (1,052) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

$ 320,525 
2 

$ 641,050 
$ 562,347 

1,203,397 
3 

$ 401 ,I 32 
2 

$ 802,265 

$ 
$ 802,265 

19.0% 
$ 152,430 

16.4025% 
$ 

- 

$ 25,002 
$ 19,978 
$ 5,024 

$ 5,024 
241,822 

2.077650% 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31, 201 2 

United Systen 
Monthly Usage Charge Present 

Meter Size (All Classes): 
518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 

$ 16.00 
18.40 
21.28 
32.00 
56.00 
80.00 

128.00 
No Tariff 
No Tarifl 

Commodity Charge - Per 1,000 Gallons 

C&S Svstem (All Meter Sizes) 
Per 1,000 gallons, for all gallons 

United Svsterns (All Meter Sizes) 
First 4,000 gallons 
Over 4,000 gallons 

518"x314" and 314 "Meters (Consolidated) 
First 4,000 gallons 
4,001 to 10,000 gallons 
Over 10,000 gallons 

First 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

1" Meter (Consolidated) 

First 25,000 gallons 
Over 25,000 gallons 

First 18,000 gallons 
Over 18,000 gallons 

1 112" Meter (Consolidated) 

First 50,000 gallons 
Over 50,000 gallons 

First 38,000 gallons 
Over 38,000 gallons 

2" Meter (Consolidated) 

First 80,000 gallons 
Over 80,000 gallons 

First 60.000 gallons 
Over 60,000 gallons 

3" Meter (Consolidated) 

First 160,000 gallons 
Over 160,000 gallons 

First 120.000 gallons 
Over 120.000 gallons 

4" Meter (Consolidated) 

First 250,000 gallons 
Over 250,000 gallons 

First 200,000 gallons 
Over 200,000 gallons 

NIA 

$ 1.9300 
2.9900 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

C&S Systems 
Present 

6 17.00 
25.50 
42.50 
85.00 

136.00 
255.00 
425.00 
850.00 

No Tariff 

6 1.4800 

NIP 
NIP 

NIP 
NIP 
NIP 

NIP 
NIP 
NIP 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

Rate Design 

Company Proposed Rates 
Consolidated 

8 39.24 
58.85 
98.09 

196.18 
313.89 
627.78 
980.90 

1.961.80 
3,138.88 

NIA 

NIl 
Nll 

$ 2.7500 
4.7500 
6.7500 

NIA 
NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Surrebuttal Schedule CSB-17 
Page 1 of 2 

Staff Recommended Rates 
Consolidated 

$ 20.00 
33.00 
55.00 

110.00 
176.00 
352.00 
550.00 

1,200.00 
1.760.00 

NIA 

NIA 
NIA 

NIA 
NIA 
NIA 

4.0000 
7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31,2012 

445.00 
495.00 
550.00 

NIA 
830.00 
830.00 

NIA 
1,045.00 
1,165.00 

N/A 
1,490.00 
1,670.00 

NIA 
NIA 

2,210.00 
2,330.00 

At Cost 

Rate Design 

$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,890.00 

N/A 
$ 1,670.00 
$ 2,545.00 

NIA 
$ 2,670.00 
$ 3,645.00 

NIA 
NIA 

$ 5,025.00 
$ 6,920.00 

At Cost 

Surrebuttal Schedule CSB-17 
Page 2 of 2 

6" Meter Consolidated) 

First 500,000 gallons 
Over 500,000 gallons 

First 450,000 gallons 
Over 450,000 gallons 

8" Meter (Consolidated) 

First 800,000 gallons 
Over 800,000 gallons 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

First 679,000 gallons NIA 
Over 679,000 gallons NIA 
Reestablishment (within 12 months) 

Other Service Charges 
United System 

Establishment $ 25.00 
Establishment (After Hours) $ 35.00 

Reconnection (Delinquent and After Hours) $ 30.00 
Meter Test (If Correct) $ 25.00 
Deposit 
Deposit Interest' 6.00% 
Reestablishment (within 12 months) 
NSF Check $ 17.50 

Meter Re-Read (if correct and not error) $ 15.00 
Late Charge per month (per R-14-2409 G (6): 1.50% 
After Hour Service Charge (at cust. request) NIA 

Reconnection (Delinquent) $ 20.00 

*" 

Deferred Payment (per month) 1.50% 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

C8S Systems 
B 25.00 
§ 35.00 
B 20.00 
§ 30.00 
s 20.00 

6.00% 

$ 10.00 
1.50% 

6 10.00 
1.50% 

NIA 

** 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Consolidated Company Proposed 
$ 25.00 
$ 35.00 
$ 20.00 
$ 30.00 
$ 25.00 

6.00% 

$ 17.50 
1.50% 

$ 15.00 
1.50% 

NIA 

*. 

. * Per Commission Rule R14-2-403(8). 
** Number of months off the system times the monthly minimum per A.A.C. R14-243(D). 

In addition to the collection of regular rates, the utility will collect from its customen a proportionate share of any 
privilege, sales, use, and franchise tax. Per commission rule 14-2-409D(5). 

All advances andlor contributions are to include labor, materials, overheads, and all applicable taxes. 

Systems and 
C&S System 

Service Size 
518 x 314 Inch $ 430.00 
314 Inch $ 480.00 
1 Inch $ 550.00 
1 112 Inch $ 775.00 
2 Inch $ 1,305.00 
2 Inch Turbine NIA 
2 Inch Compound NIA 
3 Inch $ 1,815.00 
3 Inch Turbine NIA 
3 Inch Compound NIA 
4 Inch $ 2,860.00 
4 Inch Turbine NIA 
4 Inch Compound NIA 
6 Inch - United Systems NIA 
6 Inch - C8S Systems $ 5,275.00 
6 Inch Turbine NIA 
6 Inch Compound NIA 
8 Inch NIA 

Consolidated 
Proposed 

Service Line 
Charge 

$ 445.00 
$ 445.00 
$ 495.00 
$ 550.00 

NIA 
$ 830.00 
$ 830.00 

N/A 
$ 1,045.00 
$ 1,165.00 

NIA 
$ 1,490.00 
$ 1,670.00 

NIA 
NIA 

$ 2,210.00 
5 2,330.00 

At Cost 

Consolidated 
Proposed Meter 
nsallation Charge 
$ 155.00 
$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,690.00 

NIA 
$ 1,670.00 
$ 2,545.00 

NIA 
$ 2,670.00 
$ 3,645.00 

NIA 
NIA 

$ 5,025.00 
$ 6,920.00 

At Cost 

Consolidated 
Total Proposed 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 
$ 2,720.00 

NIA 
$ 2,715.00 
$ 3,710.00 

NIA 
$ 4,160.00 
$ 5,315.00 

N/A 
NIA 

$ 7.235.00 
$ 9,250.00 

At Cost 

N/A 
NIA 

7.2000 
9.6170 

NIA 
NIA 

7.2000 
9.6170 

Consolidated Staff Recommended 
$ 25.00 

Remove from Tariff 
$ 20.00 

Remove from Tariff 
$ 25.00 

6.00% 

$ 17.50 
1.5% per month 

$ 15.00 
1.5% per month 

$ 35.00 

*I 

155.00 
$ 
$ 
$ 

$ 
$ 

$ 
$ 

$ 
$ 

$ 
6 

Consolidated Total 
Recommended 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 
$ 2,720.00 

NIA 
$ 2,715.00 
$ 3,710.00 

NIA 
$ 4,160.00 
$ 5,315.00 

N/A 
NIA 

$ 7,23500 
$ 9,250.00 

At Cost 
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Surrebuttal Schedule CSB-18 
Page 1 of2 

Typical Bill Analysis for United System 
General Service 518 x 314-lnch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 2,903 $ 21.60 $ 47.22 $ 25.62 1 18.60% 

Median Usage 1,434 18.77 43.18 $ 24.42 130.10% 

Staff Recommended 

Average Usage 2,903 $ 21.60 $ 31.61 $ 10.01 46.33% 

Median Usage 1,434 18.77 25.74 $ 6.97 37.13% 

Present 8 Proposed Rates (Without Taxes) 
General Service 518 x 314-Inch Meter 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15.000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100.000 

17.93 
19.86 
21.79 
23.72 
26.71 
29.70 
32.69 
35.68 
38.67 
41.66 
44.65 
47.64 
50.63 
53.62 
56.61 
59.60 
62.59 
65.58 
68.57 
71.56 
86.51 

101.46 
116.41 
131.36 
146.31 
161.26 
236.01 
310.76 

41.99 
44.74 
47.49 
50.24 
54.99 
59.74 
64.49 
69.24 
73.99 
78.74 
85.49 
92.24 
98.99 

105.74 
112.49 
119.24 
125.99 
132.74 
139.49 
146.24 
179.99 
21 3.74 
247.49 
281.24 
314.99 
348.74 
517.49 
686.24 

134.19% 
* 125.28% 

117.94% 
11 1.80% 
105.88% 
101.14% 
97.28% 
94.06% 
91.34% 
89.01 Yo 
91.47% 
93.62% 
95.52% 
97.20% 
98.71% 

100.07% 
101.29% 
102.41% 
103.43% 
104.36% 
108.06% 
11 0.66% 
112.60% 
114.10% 
115.29% 
116.26% 
11 9.27% 
120.83% 

24.00 
28.00 
32.00 
39.20 
46.40 
53.60 
60.80 
68.00 
75.20 
82.40 
92.02 

101.63 
111.25 
120.87 
130.49 
140.10 
149.72 
159.34 
168.95 
178.57 
226.66 
274.74 
322.83 
370.91 
41 9.00 
467.08 
707.51 
947.93 

33.85% 
40.99% 
46.86% 
65.26% 
73.72% 
80.47% 
85.99% 
90.58% 
94.47% 
97.79% 

106.09% 
113.34% 
119.73% 
125.42% 
130.50% 
135.07% 
139.21% 
142.96% 
146.39% 
149.54% 
162.00% 
170.79% 
177.32% 
182.36% 
186.37% 
189.64% 
199.78% 
205.04% 



Payson Water Company 
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Typical Bill Analysis for C&S System 
General Service 518 x 314-Inch Meter 

Surrebuttal Schedule CSB-18 
Page 2 of 2 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,961 $ 27.30 $ 64.30 $ 37.00 135.53% 

Median Usage 4,500 23.66 52.62 $ 28.96 122.38% 

Staff Recommended 

Average Usage 6,961 $ 27.30 $ 60.52 $ 33.22 121.66% 

Median Usage 4,500 23.66 42.80 $ 19.14 80.90% 

Present 8 Proposed Rates (Without Taxes) 
General Service 518 x 3/4-lnch Meter 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

18.48 
19.96 
21.44 
22.92 
24.40 
25.88 
27.36 
28.84 
30.32 
31.80 
33.28 
34.76 
36.24 
37.72 
39.20 
40.68 
42.16 
43.64 
45.12 
46.60 
54.00 
61.40 
68.80 
76.20 
83.60 
91 .oo 

128.00 
165.00 

41.99 
44.74 
47.49 
50.24 
54.99 
59.74 
64.49 
69.24 
73.99 
78.74 
85.49 
92.24 
98.99 

105.74 
112.49 
119.24 
125.99 
132.74 
139.49 
146.24 
179.99 
213.74 
247.49 
281.24 
314.99 
348.74 
517.49 
686.24 

127.22% 
124.15% 
121.50% 
119.20% 
125.37% 
130.83% 
135.71% 
140.08% 

147.61% 
1 56.88% 
165.36% 
173.15% 
180.33% 
186.96% 
193.1 2% 
198.84% 
204.17% 
209.15% 
213.82% 
233.31% 
248.11% 
259.72% 
269.08% 
276.78% 
283.23% 
304.29% 
315.90% 

144.03% 

24.00 
28.00 
32.00 
39.20 
46.40 
53.60 
60.80 
68.00 
75.20 
82.40 
92.02 

101.63 
111.25 
120.87 
130.49 
140.10 
149.72 
159.34 
168.95 
178.57 
226.66 
274.74 
322.83 
370.91 
419.00 
467.08 
707.51 
947.93 

29.87% 
40.28% 
49.25% 
71.03% 
90.16% 

107.11% 
122.22% 
135.78% 
148.02% 
1 59.1 2% 
176.49% 
192.39% 
206.98% 
220.43% 
232.87% 
244.40% 
255.12% 

274.45% 
283.20% 
31 9.73% 
347.46% 
369.22% 
386.76% 
401 .I 9% 
413.27% 
452.74% 
474.50% 

265.11% 



Attachment A 

SALARIES AND WAGE EXPENSE 
COMPANY’S RESPONSE TO DATA REQUEST CSB 2.1 1 



Date : 09120/13 

Time : 3:24:09 PM 

Report from 01/01/12 to 12/31/12 

Labor Summa Report 
JACO Oil 7 ompany 

Page 1 of 3 

GP Department : 0003 - GElEA 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLE003 39.00 4.50 0.00 0.00 0.00 0.00 0.00 0.00 43.50 

Bartlett, Chad BART002 39.50 7.50 0.00 0.00 0.00 0.00 0.00 0.00 47.00 

Dominick, Diego DOM1004 44.50 2.50 0.00 0.00 0.00 0.00 0.00 0.00 47.00 

Stouder, Shaun STOU001 103.50 15.00 0.00 0.00 0.00 0.00 0.00 0.00 118.50 

Williams. Roy WILL003 3.00 4.00 0.00 0.00 0.00 0.00 0.00 0.00 7.00 

GP Department : 229.50 33.50 0.00 0.00 0.00 0.00 0.00 0.00 263.00 

GP Department : 0004 - E Verde Park 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLEOO3 72.00 30.00 0.00 0.00 0.00 0.00 0.00 0.00 102.00 

Bartlett, Chad BART002 36.00 2.00 0.00 0.00 0.00 0.00 0.00 0.00 38.00 

Dominick. Diego DOM1004 69.00 5.50 0.00 0.00 0.00 0.00 0.00 0.00 74.50 

Stouder, Shaun STOUOOl 205.50 7.00 0.00 0.00 0.00 0.00 0.00 0.00 212.50 

Wllliams, Roy WILL003 1 .oo 4.00 0.00 0.00 0.00 0.00 0.00 0.00 5.00 

GP Department : 383.50 48.50 0.00 0.00 0.00 0.00 0.00 0.00 432.00 

w-QvF a€&miiEi3 &%Gwa?eFw 

GP Department : 0006 - Deer Creek 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLE003 39.50 3.00 0.00 0.00 0.00 0.00 0.00 0.00 42.50 

Bartlett. Chad BART002 47.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00 47.50 

Dominick, Diego DOM1004 34.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 34.00 

Stouder, Shaun STOUOOl 101.50 2.00 0.00 0.00 0.00 0.00 0.00 0.00 103.50 

Wllliams, Roy WILL003 2.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.00 

GP Department : 224.50 5.00 0.00 0.00 0.00 0.00 0.00 0.00 229.50 

GP Department : 0007 - Meads Ranch 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 
~~ ~~ ~ 

Allred, Dale ALLE003 41.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00 41.50 

Bartlett, Chad BART002 12.50 3.50 0.00 0.00 0.00 0.00 0.00 0.00 16.00 
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GP Department : 0007 - Meads Ranch 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Dominick, Diego DOM1004 77.50 3.00 0.00 0.00 0.00 0.00 0.00 0.00 80.50 

Stouder, Shaun STOUOOI 94.50 7.00 0.00 0.00 0.00 0.00 0.00 0.00 101.50 

Wllliams, Roy WILL003 2.00 6.00 0.00 0.00 0.00 0.00 0.00 0.00 8.00 
~ ~~ ~ 

GP Department : 228.00 19.50 0.00 0.00 0.00 0.00 0.00 0.00 247.50 

GP Department : 0008 - Mesa del Caballo 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLE003 257.50 80.50 0.00 0.00 0.00 0.00 0.00 0.00 338.00 

Bartlett, Chad BART002 79.00 12.00 0.00 0.00 0.00 0.00 0.00 0.00 91.00 

Dominick, Diego DOM1004 160.00 16.00 0.00 0.00 0.00 0.00 0.00 0.00 176.00 

Stouder, Shaun STOUOOI 295.50 6.00 0.00 0.00 0.00 0.00 0.00 0.00 301.50 

Wllliams, Roy WILL003 19.00 3.50 0.00 0.00 0.00 0.00 0.00 , 0.00 22.50 

GP Department : 81 1 .OO 1 18.00 0.00 0.00 0.00 0.00 0.00 0.00 929.00 

GP Department : 0009 -Whispering Pines 

Name EmpId REG O W  DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLE003 103.00 31 .OO 0.00 0.00 0.00 0.00 0.00 0.00 134.00 

Bartlett, Chad BART002 25.00 4.50 0.00 0.00 0.00 0.00 0.00 0.00 29.50 

Dominick, Diego DOMI004 11 5.00 5.50 0.00 0.00 0.00 0.00 0.00 0.00 120.50 

Stouder, Shaun STOUOOI 119.50 6.00 0.00 0.00 0.00 0.00 0.00 0.00 125.50 

Wllliams, Roy WILL003 13.50 0.00 0.00 0.00 0.00 0.00 0.00 0.00 13.50 

GP Department : 376.00 47.00 0.00 0.00 0.00 0.00 0.00 0.00 423.00 

GP Department : 0010 - Flowing Springs 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 

Allred, Dale ALLE003 17.00 3.00 0.00 0.00 0.00 0.00 0.00 0.00 20.00 

Bartlett, Chad BART002 8.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 8.00 

Dominick, Diego DOMI004 28.00 5.00 0.00 0.00 0.00 0.00 0.00 0.00 33.00 

Stouder, Shaun STOUOOI 33.00 2.00 0.00 0.00 0.00 0.00 0.00 0.00 35.00 

Wllliams, Roy WILL003 0.00 2.00 0.00 0.00 0.00 0.00 0.00 0.00 2.00 

GP Department : 86.00 12.00 0.00 0.00 0.00 0.00 0.00 0.00 98.00 

GP Department : 0011 - Gisela (Tonto Creek Shore 

Name EmpId REG OVT DBL HOL BER SIC VAC Other Total 
~ 

Allred, Dale ALLE003 90.50 11.50 0.00 0.00 0.00 0.00 0.00 0.00 102.00 

Bartlett, Chad BART002 29.00 5.50 0.00 0.00 0.00 0.00 0.00 0.00 34.50 

Dominick, Diego DOM1004 75.50 7.50 0.00 0.00 0.00 0.00 0.00 0.00 83.00 

Stouder, Shaun STOUOOl 148.50 8.00 0.00 0.00 0.00 0.00 0.00 0.00 156.50 

Wllliarns, Roy WILL003 6.00 1.00 0.00 0.00 0.00 0.00 0.00 0.00 7.00 

GP Department : 349.50 33.50 0.00 0.00 0.00 0.00 0.00 0.00 383.00 
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0.00 0.00 0.00 0.00 3,170.00 0.00 

GP Department 0 0 0 5  is n o t  p a r t  of Payson Water - 1 6 5 . 0 0  
Report Totals 2,833.00 337.00 0.00 

L 
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COMPANY’S RESPONSE TO DATA REQUEST CSB 2.6 



PAYSON WATER COMPANY 

RESPONSE TO STAFF’S SECOND SET OF DATA REQUESTS 
DOCKET NO. W-03514A-13-0111 

Title: 

Company: 

Address: 

Response provided by: 

Number: Company Respon 

September 23,20 13 

Jason Williamson 

President 

Payson Water Company 

758 1 E. Academy Blvd., Suite 229 
Denver, CO 80230 

CSB - 2.6 

Q. Miscellaneous Expense, Chemicals - This is a follow-up to CSB 1.30. In 
the list of expenses composing the $243,699.64 in miscellaneous expense, 
there are chemical expenses that total of $2,438. There is also $2,181 for 
chemicals on Schedule C- 1. 

a. Please state whether or not the amount is duplicative. If not, 
please explain and provide supporting invoices for the 
$2,438 amount. 

b. Please provide the chemicals expense amount for the years 
2010 and 201 1. 

RESPONSE: 

a. Yes, the amount is duplicative in the $243,699 of miscellaneous expense 
but the $2,181 shown on Schedule C-1 is not duplicative as it is not 
included in the $235,989 of Miscellaneous Expense shown on the Schedule 
c-1. 

b. Chemical expense in 201 1 was $588 and was $422 in 2010. 
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EXECUTIVE SUMMARY 
PAYSON WATER CO., INC. 

DOCKET NOS. 
W-03514A-13-0111 AND W-03514A-13-0142 

Staff recommends a revenue increase of $289,73 1 or 90.39 percent increase over test year 
revenue of $320,525. The total annual revenue of $610,256 produces an operating income of 
$45,422 or a 9.00 percent rate of return on an original cost rate base of $504,684. Staff‘s 
supplemental surrebuttal testimony addresses andor responds to Payson Water Company, Inc. 
(“Payson” or “Company”) rebuttal testimony on the following issues: 

1. Rate Base 
a. Accumulated Deferred Income Taxes (“ADIT”) 

2. Operating Income 
a. $197,722 Corporate Office Allocation 
b. Miscellaneous Expense ($1,650 Consumption Report Costs) 

3. Staffs Recommended Purchased Water Surcharge Tariff for Mesa Del Caballo 

4. Staffs Recommended Purchased Water Surcharge Tariff for East Verde Park 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Crystal S. Brown. I am a Public Utilities Analyst V employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. Yes. 

Are you the same Crystal S. Brown who filed direct testimony in this case? 

PURPOSE OF SUPPLEMENTAL SURREBUTTAL TESTIMONY 

Q. 
A. 

Q. 
A. 

What is the purpose of your supplemental surrebuttal testimony in this proceeding? 

The purpose of my testimony in this proceeding is to respond, on behalf of Staff, to the 

rebuttal and rejoinder testimony of Mr. Jason Williamson and Mr. Thomas Bourrassa who 

represent Payson Water Company, Inc. (“Payson” or “Company”). Staffs supplemental 

surrebuttal testimony addresses issues that Staff had either omitted from its previous 

surrebuttal testimony or issues for which Staff has subsequently altered its 

recommendations. 

What issues will you address? 

I will address the issues listed below. 

1. Rate Base 

a. Accumulated Deferred Income Taxes (“ADIT”) 

2. Operating Income 

a. $197,722 Corporate Office Allocation 

b. Miscellaneous Expense ($1,650 Consumption Report Costs) 
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3. 

4. 

Staffs Recommended Purchased Water Surcharge Tariff for Mesa Del Caballo 

Staffs Recommended Summer Purchased Water Surcharge Tariff for East Verde 

Park 

SUMMARY OF PROPOSED REVENUES 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Please summarize Staffs recommended revenue. 

Staff recommends a revenue increase of $289,73 1 or 90.39 percent increase over test year 

revenue of $320,525. The total annual revenue of $610,256 produces an operating income 

of $45,422 or a 9.00 percent rate of return on an original cost rate base of $504,684. 

How does Staffs recommended revenue compare to the recommended revenue in 

Staffs direct testimony? 

Staffs recommended revenue has increased by $49,010, from $561,246 in its direct 

testimony to $610,256 in its supplemental surrebuttal testimony due to various 

adjustments discussed herein. 

Has the weighted average cost of capital (“WACC”) used to develop the revenue 

requirement in Staffs direct and surrebuttal testimonies changed from the WACC 

in Staff‘s supplemental surrebuttal testimony? 

Yes. In my surrebuttal testimony, Staff used a 6.4 percent WACC. However, as a result 

of the Company’s recent decision to withdraw its financing approval request for Phase 11 

of the hearing, Staff has updated the WACC to 9.0 percent. Please see the supplemental 

surrebuttal testimony of Staff witness, John Cassidy. 
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RATE BASE 

Q. 

A. 

Q. 

A. 

Please summarize Staffs adjustments to Payson’s rate base shown on Supplemental 

Surrebuttal Schedule CSB-3. 

A summary of the Company’s proposed and Staffs recommended rate base follows: 

TEST YEAR RATE BASE 
Per Staff - 

Per Company Supulemental 
- Direct Difference Surrebuttal 

$659,457 $( 154,773) $5 04,6 84 

How does Staffs recommended rate base compare to the recommended rate base in 

Staffs direct testimony? 

Staffs recommended rate base has increased by $79,555, from $425,129 in its direct 

testimony to $504,684. 

RATE BASE 

Rate Base Adjustment No. 3 - Accumulated Deferred Income Taxes 

Q. 

A. 

Has Staff reconsidered its recommendation for the $56,216 ADIT asset that the 

Company proposed in its rejoinder testimony? 

Yes. In its rejoinder testimony, the Company provided schedules showing that the 

Contributions in aid of Construction (“CLAC”) plant costs that created the ADIT asset 

were placed in service prior to the date the Internal Revenue Service (“IRS”) rules (that 

Staff relied upon in its analysis) were in effect. The cost of CIAC plant placed in service 

during the years the previous IRS rules were in place, could have resulted in an ADIT 

asset’. 

’ Staff notes that the Commission has not always amortized CIAC. According to FRA Staff, the Commission began 
amortizing CIAC in 1984. 
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Q. 

A. 

Q. 
A. 

Under ordinary circumstances would Staff undertake a more in depth audit of the 

Company’s claimed $56,216 ADIT asset? 

Yes. Staff would typically request additional support for the $56,216 amount. However, 

Staff previously concluded that the level of support for prior year financial activities was 

not always available to the current owner so Staffs consideration of the Company’s 

current position relative to this alleged ADIT balance warranted a different approach. 

Staff recognizes that Mr. Williamson, as a new owner who has recently purchased Payson 

Water Company, is likely to encounter difficulties obtaining all of the tax information and 

other documents from the prior owner necessary for Staff to audit the ADIT. Also the 

amount of available time to conduct additional discovery was very limited. Further, while 

Staff cannot specifically vouch for the accuracy of the Company proposed ADIT, the 

amount is not unreasonable given Staffs adjustment to CIAC. Therefore, Staff has 

decided not to litigate the issue by adopting the Company proposed ADIT, since the 

Company’s ADIT recommendation appears to acknowledge that this ADIT adjustment 

would be needed only if Staffs corresponding CIAC adjustment is accepted. 

What is Staffs recommendation? 

Staff recommends decreasing the ADIT by $79,555 to reflect the $56,216 ADIT asset as 

shown on Schedules CSB-4 and CSB-6.1. 

Operating Income Adjustment No. 3 - $197,722 Corporate Ofice Allocation 

Q. Has Staff reconsidered its previous recommendation related to the $197,722 

Corporate Office Expense Allocation? 

Yes. While Staff continues to maintain that adjusting the actual test year corporate office 

allocation for known and measurable changes is appropriate and consistent widely 

accepted ratemaking principles, Staff recognizes that Mr. Williamson has only recently 

A. 
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Q. 

A. 

Q. 
A. 

purchased Payson Water Company; a company that has a history of customer complaints. 

The Company may need a higher level of administrative oversight in order to bring the 

Company’s financial and operational activities up to a level that will result in fewer 

customer complaints. Therefore, in consideration of the necessity to give consideration to 

positions that will improve rate case processing efficiency when it is reasonable to do so, 

and other considerations just noted, Staff has decided to recommend adopting the 

Company proposed corporate office expense allocation. 

Ms. Brown, is Staff now accepting the Company’s proposed administrative oversight 

billing rates related to its agreement with JW Water Holdings? 

Yes. However, in reviewing future rate filings docketed by the Company, Staff intends to 

evaluate the terms of this agreement closely in order to assure that billings under this less- 

than-arms-length agreement remain reasonable. Staff continues to believe that agreements 

that involve affiliates must be closely monitored, and that a utility’s management has an 

ongoing responsibility to assure that the charges under such agreements are reasonable 

and competitive with alternative for obtaining the underlying services. 

What is Staff’s recommendation? 

Staff recommends decreasing the corporate office allocation by $23,819 as shown on 

Schedule CSB-11. 
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Q. How does Staffs current recommendation for the corporate office expense allocation 

compare to the level of corporate office expense allocation recommended in Staffs 

direct testimony? 

Staffs recommendation for the corporate office allocation has increased by $19,441, from 

$154,462 in Staffs direct testimony to a $173,903 in its supplemental surrebuttal 

testimony. 

A. 

Operating Income Adjustment No. 5 - Miscellaneous Expense Other 

Q. 

A. 

Q* 
A. 

Q. 

A. 

Has Staff changed its recommendation regarding the $1,650 cost related to 

consumption report reporting for augmentation/purchased water costs? 

Yes. Consistent with Staffs recommendation for a purchased water surcharge for the 

Mesa Del Caballo and East Verde Park systems, Staff recommends inclusion of this cost 

in operating expenses to facilitate the reporting of purchased water costs. 

What is Staffs recommendation? 

Staff recommends increasing miscellaneous expense by $1,650 as shown on Supplemental 

Surrebuttal Schedules CSB- 13. 

How does Staffs recommendation for Miscellaneous Expense Other compare to the 

recommendation for Miscellaneous Expense Other in Staffs direct testimony? 

Staffs recommendation for Miscellaneous Expense Other has increased by $1,650, from 

$232,815 in Staffs direct testimony to a $234,465 in its supplemental surrebuttal 

testimony. 
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Operating Income Adjustment No. 7 - Income Taxes 

Q. 

A. 

Did Staff make any adjustment to the income tax expense? 

Yes. Staffs adjustment reflects Staffs calculation of the income tax expense based upon 

Staffs adjusted test year taxable income as modified in this supplemental surrebuttal 

testimony. 

Operating Income Adjustment No. 8 -Property Taxes 

Q. 

A. 

Did Staff review the Company’s rebuttal testimony concerning property taxes? 

Yes. Staffs adjustment reflects Staffs calculation of the property tax expense using 

Staffs recommended revenues as modified in this supplemental surrebuttal testimony. 

Purchased Water Surcharge for Mesa Del Caballo 

Q. 

A. 

Q. 
A. 

Has Staff revised its calculation for the Mesa Del Caballo Purchased Water 

Surcharge? 

Yes. 

How has Staff revised the calculation? 

Rather than subtract the entire commodity rate (e.g. $1.93) from the purchased water cost 

as Staff proposed in the Phase 1 portion of this rate proceeding, Staff is now 

recommending that only the avoided production costs (i.e., purchased pumping power and 

chemicals) be subtracted from the additional cost of purchased water, since these 

production costs would continue to be recovered through the Company’s base rates even 

though the Company would not actually incur these costs when alternative water supplies 

are purchased for this system. Using test year data, the avoided purchased water cost is 

estimated to be $0.60 per thousand gallons. A schedule showing Staffs recommended 
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Q. 
A. 

calculation is shown on pages and 2 of Attachment C. Staffs recommended purchased 

water surcharge tariff for Mesa Del Caballo is shown in Attachment A. 

What are Staffs recommendation? 

Staff recommends approval of Staffs recommended purchased water surcharge for Mesa 

Del Caballo. Further, Staff recommends that the surcharge be calculated as shown in 

Attachment C. Further, Staff recommends the simultaneous cancellation of the Mesa Del 

Caballo Water Augmentation tariff, which will no longer be needed. 

Summer Purchased Water Surcharge for  East Verde Park 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Has the Company requested a purchased water surcharge for East Verde Park? 

Yes and the Company has provided invoices to support its purchased water costs for East 

Verde Park. Staffs recommended purchased water tariff is presented in Attachment B. 

The methodology in which the surcharge is to be calculated is presented in Attachment C. 

Does Staff recommend placing a cap on the amount of purchased water cost that the 

Company can recover during any given year for East Verde Park? 

Yes, Staff recommends that the total amount of purchased water cost that the Company 

can recover during any given year for its East Verde Park be capped at $10,000. 

Why has Staff recommended a $10,000 cap? 

The purchased water surcharge is contemplated to be a temporary solution for the East 

Verde Park's water shortages until the Company can develop a permanent solution. 

Further, the complaints filed in the docket show that there is a customer perception of 

abuse with regards to the level of water purchased. Consequently, the cap will help to 

incent the Company to find a permanent solution and, at the same time, help to alleviate 
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Q. 

A. 

Q. 
A. 

customer perceptions and concerns about the proper use 

purchased exclusively for the needs of this system. 

of the water purported to be 

Does Staff recommend that the Company be ordered -3 file a new permanent rate 

application by a date certain? 

Yes, Staff recommends that the Commission order the Company file a new permanent rate 

application using a 2016 test year, and that this application be filed no later than June 30, 

2017. 

What are Staffs recommendations? 

Staff recommends the following: 

1. 

2. 

3. 

4. 

5 .  

6. 

7.  

Approval of Staffs recommended summer purchased water surcharge for East 

Verde Park; 

That the surcharge be calculated using the same methodology shown in 

Attachment C; 

That the surcharge apply only to the customers of East Verde Park; 

That a cap of $10,000 be placed on the amount of purchased water expense that 

can be recovered during any given year through the summer purchased water 

surcharge for the East Verde Park system; 

That the surcharge be implemented only during the months of May through 

September ; 

Approval of Staffs recommended purchased water surcharge for the Mesa Del 

Caballo system; 

The simultaneous cancellation of the current water augmentation tariff for the 

Mesa Del Caballo system. 
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8. That the Company file a permanent rate application using a 2016 test year no later 

than June 30,2017. 

Record Keeping 

Q. 
A. 

Q. 
A. 

Does Staff have any recommendations concerning the Company's record keeping? 

Yes. Staff's audit of the Company was hampered by deficiencies in the Company's record 

keeping. For example, the Company lacked invoices for plant to support plant costs. 

Staff recommends that the Company submit a plan in the docket within 60 days following 

a decision in this matter detailing how it will improve its record keeping. Such plan shall 

include but not be limited to, implementation of policies and procedures to help ensure 

that source documentation such as invoices and canceled checks are maintained to support 

plant costs and are not destroyed or thrown away. 

Does this conclude Staffs supplemental surrebuttal testimony? 

Yes, it does. 



Attachment A 

PURCHASED WATER SURCHARGE TARIFF 
FOR 

MESA DEL CABALLO 



PURCHASED WATER SURCHARGE 

I. Purpose and Applicability 
The purpose of the this tariff is to equitably apportion the costs of water purchased through an 
interconnection with the Town of Payson among Payson Water Company, Inc. Customers. These 
charges are applicable to all connections and will be assessed based on usage, as more 
particularly provided below. 

11. Definitions 
Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting this tariff schedule. 

“Avoided Production Costs” means the unit cost of production (cost per 1,000 gallons) avoided 
by the Company because of the use of water purchased from the Town of Payson rather than 
pumping groundwater from the Company’s wells and booster stations. 

“Company” means Payson Water Company, Inc. 

“Purchased Water Cost” means the actual cost billed by the Town of Payson for water purchased 
through the interconnection between the Town of Payson’s water system and the Company’ s 
water system. 

“Purchased Water Cost’ means the actual quantity (in thousands of gallons) of water billed by 
the Town of Payson for water purchased through the interconnection between the Town of 
Payson’s water system and the Company’s water system. 

“Purchased Water Surcharge” means the surcharge calculated in accordance with Section IV 
below. 

“Surcharge Rate” means the rate per 1,000 gallons that is calculated in accordance with Section 
I11 below. 

“Water Sold” means the actual quantity (in thousands of gallons) of water sold by the Company 
to its Customers during the month corresponding to the month in which water was purchased 
from the Town of Payson through the interconnection between the Town of Payson’s water 
system and the Company’s water system. 

111. Surcharge Rate Calculation 
For each month that the Company purchases water from the Town of Payson through the 
interconnection between the Town of Payson’s water system and the Company’s water system, 
the Company will calculate the Surcharge Rate per the following formula: 

[Purchased Water Cost - (Purchased Water Quantity x Avoided Production Costs)] /Water Sold 



IV. Terms and Conditions 
(A) Assessment and Billing of Purchased Water Surcharge: For any month in which water is 
purchased from the Town of Payson, after completing its billing for the month and receiving the 
Town’s billing for the month, Payson will make the surcharge calculation to determine the 
Surcharge Rate. 

In the following month, Payson will bill the Purchased Water Surcharge to its customers. Each 
individual customer’s billing for the Purchased Water Surcharge will be based on that customer’s 
actual usage for the previous month (the month corresponding to the water purchase from the 
Town) times the Surcharge Rate. 

The Purchased Water Surcharge shall be presented as a separate line item on the customer 
billing. 

(B) Notice to Commission: For any month in which the Company intends to bill customers a 
Purchased Water Surcharge, the Company shall provide Commission Staff notice of the 
Company’s intent to bill the Purchased Water Surcharge. The notice to Commission Staff shall 
include the following: 

1. The Purchased Water Cost. 
2. The Purchased Water Quantity. 
3. A copy of the bill received for the purchase of water from the Town of Payson. 
4. A description of the system problem necessitating purchasing of water and a description of 

the action being taken by the Company to resolve the problem, including the date operations 
did or are expected to return to normal. 

5.  The dates for beginning and ending purchasing water. 
6. A schedule showing the calculation of the Surcharge Rate in excel format with formulas 

intact, including a schedule showing the determination of the Avoided Production Costs. 



. 

Attachment B 
SUMMER 

PURCHASED WATER SURCHARGE TARIFF 
FOR 

EAST VERDE PARK 



PURCHASED WATER SURCHARGE 

I. Purpose and Applicabilitv 
The purchased water surcharge can only be implemented during the months of May through 
September . 

The maximum amount of purchased water cost that can be recovered during any given year is 
$10,000. 

The purpose of the this tariff is to authorize Payson to make monthly adjustments to its rates and 
charges for water service to recover costs incurred for water purchases (“Purchased Water 
Costs”) in the event that Payson experiences extreme water shortages for the East Verde Park 
water system. These charges are applicable to all connections and will be assessed based on 
usage, as more particularly provided below. 

11. Definitions 
Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting this tariff schedule. 

“Avoided Production Costs” means the unit cost of production (cost 
by the Company because of the use of water purchased from the 
pumping groundwater from the Company’s wells and booster stations. 

“Company” means Payson Water Company. 

“Purchased Water Cost” means the actual billed purchased water cost by and the Company’ s 
water system. The maximum amount of purchased water cost that can be recovered during any 
given year is $10,000. 

“Purchased Water Quantity” means the actual quantity (in thousands of gallons). 

“Purchased Water Surcharge” means the surcharge calculated in accordance with Section IV 
below. 

“Surcharge Rate” means the rate per 1,000 gallons that is calculated in accordance with Section 
111 below. 

“Water Sold” means the actual quantity (in thousands of gallons) of water sold by the Company 
to its Customers during the month corresponding to the month in which water was purchased. 

111. Surcharge Rate Calculation 
For each month that the Company purchases water, the Company will calculate the Surcharge 
Rate per the following formula: 

[Purchased Water Cost - (Purchased Water Quantity x Avoided Production Costs)] /Water Sold 



IV. Terms and Conditions 
(A) Assessment and Billing of Purchased Water Surcharge: For any month in which water is 
purchased, after completing its billing for the month and receiving the billing for the month, 
Payson Water Company will make the surcharge calculation to determine the Surcharge Rate. 

In the following month, Payson Water Company will bill the Summer Purchased Water 
Surcharge to its customers. Each individual customer’s billing for the Summer Purchased Water 
Surcharge will be based on that customer’s actual usage for the previous month (the month 
corresponding to the purchased water) times the Surcharge Rate. 

The Purchased Water Surcharge shall be presented as a separate line item on the customer 
billing. 

(B) Notice to Commission: For any month in which the Company intends to bill customers a 
Purchased Water Surcharge, the Company shall provide Commission Staff notice of the 
Company’s intent to bill the Purchased Water Surcharge. The notice to Commission Staff shall 
include the following: 

1. 
2. 
3. 
4. 

5 .  
6. 

The Purchased Water Cost. 
The Purchased Water Quantity. 
A copy of the bill received for the purchase of water. 
A description of the system problem necessitating purchasing of water and a description 
of the action being taken by the Company to resolve the problem, including the date 
operations did or are expected to return to normal. 
The dates for beginning and ending purchasing water. 
A schedule showing the calculation of the Surcharge Rate in excel format with formulas 
intact, including a schedule showing the determination of the Avoided Production Costs. 



Attachment C 

PURCHASED WATER 
SURCHARGE CALCULATION 

EXAMPLES 
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Payson Water Company, Inc. 
Docket No. W-03514A-I 3-01 11 
Test Year Ended December 31,2012 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 / L1) 

4 Required Rate of Return 

5 

6 

Required Operating Income (L4 * L1) 

Operating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Increase (Decrease) In Gross Revenue (L7 L6) 

9 Adjusted Test Year Revenue 

10 

I 1  Required Increase/(Decrease in Revenue) (%) (L81L9) 

Proposed Annual Revenue (L8 + L9) 

Supplemental Surrebuttal Schedule CSB-1 

[AI 
COMPANY 
ORIGINAL 

COST 

659,457 

(1 82,479) 

-27.67% 

11 .OO% 

72,540 

255,020 

1.56766 

399,785 

320,525 

720,310 

124.73% 

[BI 
STAFF 

ORIGINAL 
COST 

504,684 

(145,689) 

-28.87% 

9.00% 

45,422 

191,110 

1.51 604 

289,731 

320,525 

610,256 

90.39% 

References: 
Column [A]: Company Schedules A-I 
Column [B]: Staff Schedules CSB-2, CSB-3, & CSB-15 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

GROSS REVENUE CONVERSION FACTOR 

Supplemental Surrebuttal Schedule CSB-2 

LINE 
- NO 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 
38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

(A) 
DESCRIPTION 

Calculation of Gross Revenue Conversion Factor: 
Revenue 100.0000% 
Unwllecible Factor (Line 11) 0.0000% 
Revenues (L1 - L2) 100.0000% 
Combined Federal and State Income Tax and Property Tax Rate (Line 23) 34.0388% 
Subtotal (L3 - L4) 
Revenue Conversion Factor (L1 I LS) 

Calculation of Unmllecttible Factor: 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9" L10 ) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (LIZ - L13) 
Applicable Federal lnwme Tax Rate (Line 53) 
Effective Federal lnwme Tax Rate (L14x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

Calculation of Effective Property Tax Facfor 
Unity 
Combined Federal and State Income Tax Rate (L17) 
One Minus Combined Income Tax Rate (L18-Ll9) 

65.9612% 
1.516044 

100.0000% 
32.6393% 
67.3607% 
0.0000% 
0.0000% 

100.0000% 

100.0000% 
32.6393% 
67.3607% 

Required Operating lnwme $ 45,422 

Required Increase in Operating Income (L24 - L25) $ 191,110 

Income Taxes on Recommended Revenue (Col. [C]. L52) $ 12.220 

AdjustedTest Year Operating Income (Loss) (145.689r 

Income Taxes on Test Year Revenue (Col. [A], L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement $ 610,256 

(80.38 1 ) 
92.601 

Uncollectible Rate (Line IO) 0.0000% 
Uncolllectible Expense on Recommended Revenue (L30*L31) 
Adjusted Test Year Uncollectible Expense 

$ 
$ 

Required Increase in Revenue to Provide for Unwllectible Exp. (L32-L33) 

Property Tax with Recommended Revenue $ 25,998 
Property Tax on Test Year Revenue 19.978 
Increase in Properly Tax Due to Increase in Revenue (L35-L36) 
Total Required Increase in Revenue (L26 + L29 + L34 + L37) 

6,020 
$ 289.731 

Calculation of lnmme Tax: 
Revenue 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L56) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arlzona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 ~ $50.000) @? 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - SlOO.000) Q 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335.000) Q 39% 
Federal Tax on Ff ih lnwme Bracket ($335,001 - $10,000.000) @ 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

Test 
Year 

$ 320,525 $ 
$ 546.596 $ 
$ 
$ (226.071) 

6.5000% 
$ (1 4,695) 
$ (211.376) 
$ (7.500) 
$ (6,250) 

$ (43.437) 
$ 

$ (8,500) 

$ (65.687) 
$ (80.381) 

Staff 
Recornmended 

289.731 $ 610,256 
6,020 $ 552,615 

$ 
$ 57.640 

6.5000% 
$ 3,747 
$ 53.894 
$ 7.500 
$ 973 
$ 
$ 
$ 
$ 8.473 
$ 12,220 

27.9565% Applicable Federal lnwme Tax Rate [Col. [C], L51 ~ Col. [A], L51) / [Col [C], L45 - Col. [A]. L45j 

Calculation of lnferest Svnchronizabon 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest (L45 X L46) 

$ 504.684 
O.OOOO% 



Payson Water Company, Inc. 
Docket N o .  W-03514A-13-01 I I 
Test  Year Ended December 31,2012 

LINE 
NO. - 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

LESS: 

Advances in Aid of Construction (AIAC) 

Service Line and Meter Advances 

Contributions in Aid of Construction (CIAC) 

4 

5 

6 
7 Less: Accumulated Amortization 
8 Net CIAC 

9 Total Advances and Contributions 

10 Customer Deposits 

11 Accumulated Deferred Income Taxes 

ADD: Workinq Capital 

12 Prepayments 
13 inventory 

14 Total Rate Base  

References : 
Column [A], Company Schedule 8-1, Page 1 

Supplemental Surrebuttal Schedule CSB-3 

RATE BASE - ORIGINAL COST 

(B) (C) (A) 

AS STAFF ADJ AS 
STAFF COMPANY 

FILED ADJUSTMENTS NO. ADJUSTED 

$ 2,159,387 $ 2,159,387 $ 
1,332,825 1,332,825 

$ 826,562 $ $ 826,562 

$ $ $ 

$ $ $ 

$ 375,036 $ 541,033 1 $ 91 6,069 

$ 143,766 234,328 $ 378,094 
231,270 306,705 2 537,975 

$ 143,766 $ 234,328 $ 378,094 

$ $ $ 

$ 23,339 $ (79,555) 3 $ (56,216) 

$ 659,457 $ (154,773) $ 504,684 

Column [B]: Schedule CSB-4 
Column [C]: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31, 2012 

Supplemental Surrebuttal Schedule CSB-4 

SUMMARY OF RATE BASE ADJUSTMENTS 

LINE 
- NO 

1 
2 
3 
4 
5 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

33 
34 
35 

37 
38 
39 

41 

43 
44 
45 

46 
47 
48 
49 

J L  

d" 

4u 

4L 

PI IC1 [Dl 
Adi No.1 ADJ No. 2 ADJ No. 3 

Unsupported Unsupported Accumulated 
Plant Removal of ClAC Deferred 

[El 

Treated as Related to Sale of Income Taxes PLANT IN SERVICE 
Acct. COMPANY ClAC Star/Quail Valley System ("ADIT") STAFF AS 

No. Plant Description AS FILED IRef: Sch CSB-5 [Ref: Sch CSB-6 ]Ref: Sch CSB-6.1 1 ADJUSTED 
301 Organization Cost $ 221 $ - $  - $  - $  22 1 
302 Franchises 
303 Land and Land Rights 
304 Structures and Improvements 
305 Collecting and Impounding Reserviors 
307 Wells and Springs 
309 Supply Mains 
310 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
330 Distribution Reservoirs and Standpipes 

331 Transmission and Distribution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 Other Plant and Miscellaneous Equipment 
340 Office Furniture and Equipment 

341 Transportation Equipment 
343 Tools, Shop, and Garage Equipment 
344 Laboratoly Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Equipment 

330.2 Pressure Tanks 

340.1 Computers and Software 

Rounding 

Less: Accumulated Depreciation 
Total Plant in Service 

Net Plant in Service 

LESS: 
Advances in Aid of Construction (AIAC) 
Meter Deposits -Service Line & Meter Advances 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization of ClAC 

Net ClAC 

Total Advances and Net Contributions 

Customer Deposits 
Accumulated Deferred Taxes 

ADD: Workinq Capital 
Prepayments 

Total Rate Base 

16,500 
300,078 

2,531 
273,013 

8.310 
217,608 

10,567 
273,800 

439,972 
81 -823 

199,952 
1,171 

320,820 

3,681 

72 

9,267 

16,500 
300,078 

2,531 
273,013 

3.681 
8,310 

217,608 
10,567 

273,800 

439,972 
81,823 

199,952 
1,171 

320,820 

72 

9,267 

1 1 
$ 2,159,387 $ - $  - $  - $ 2,159.387 
$ 1,332,825 $ - $  - $  1,332,825 
$ 826,562 $ - $  - $  - $ 826.562 

$ - $  - $  - $  - $  
$ 

$ 375,036 70,120 470.913 916,069 
$ 231,270 11,455 295,250 537,975 
$ 143,766 $ 58.665 $ 175,663 $ - $ 378,094 

$ 143,766 $ 58,665 $ 175,663 $ - $ 378.094 

$ 
$ 23,339 

$ - $  
$ - $  
$ 659,457 $ (58,665) $ (175,663) $ 79,555 $ 504,684 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

COMPANY STAFF LINE 
NO. DESCRIPTION AS FILED ADJUSTMENTS 

Supplemental Surrebuttal Schedule CSB-5 

STAFF 
AS ADJUSTED 

RATE BASE ADJUSTMENT NO. I - UNSUPPORTED PLANT TREATED AS ClAC 

9 
10 
11 
12 

UNSUPPORTED PLANT TREATED AS ClAC 
Plant Unsupported 

Plant Staff Selected 
Description In Sample costs as Adjusted 

28 
$ 35,491 $ - $  35,491 29 

30 
31 Total $ 233,733 $ - $  233,733 

2000 Plant Addition, Acct No. 334-Meters 

32 
33 

X 30% 

$ 70,119.90 

34 
35 

36 I 37 Unsupported Year Transferred Number of Depreciation Amortization of 
CALCULATION OF AMORTIZATION OF CIAC ON UNSUPPORTED PLANT I 

Year Added Plant Additions Plant To ClAC Interim Years Rate ClAC 38 
39 2000 Meters $ 35,491 2000 12.5 8.33% $36,955.00 _ _  
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 

Distrib Reserviors 
Pumping Equip 

Distrib Reserviors 
Distrib Resewiors 

Services 
Pumping Equip 

Wells and Springs 
Pwr Gen Equip 

24,296 
12,580 
31,220 
42,968 
23,284 
12,467 
11,646 
20,059 

2008 Pumping Equip $ 19,722 
$ 233,733 

2001 
2002 
2002 
2003 
2003 
2005 
2006 
2007 
2008 

50 

11.5 
10.5 
10.5 
9.5 
9.5 
7.5 
6.5 
5.5 
4.5 

2.22% 
12.50% 
2.22% 
2.22% 
3.33% 

12.50% 
3.33% 
5.00% 

12.50% 

X 

$6,202.77 
$16,511.25 
$7,277.38 
$9,061.95 
$7,365.89 

$1 1,687.81 
$2,520.78 
$5,516.23 

$1 1,093.63 
$38,184.33 

30% 
$ 11,455.30 

References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 1.3 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. 

Supplemental Surrebuttal Schedule CSB-6 

COMPANY STAFF STAFF 
DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

RATE BASE ADJUSTMENT NO. 2 -UNSUPPORTED REMOVAL OF ClAC 
RELATED TO SALE OF STARlQUAli VALLEY SYSTEM 

15 
16 

& That Is Fully 
Amort of ClAC Amortized 

4 

6 Amort. Of ClAC on $77,715 Supported CIAC j $ - $  (48.725 Line 26 
7 Total Unsupported Removal of Amortization of ClAC $ - $  295,250 $ 295,250 

5 Company Proposed Removal of Amort of ClAC Related to Sale $ - $  343,975 $ 343,975 

175,663 $ - $  175,663 $ 

StarlQuail Valley System 
ClAC I Yo of ClAC 

20 
21 
22 
23 
24 $ 77,715 From Line 2 
25 Multiplied by 63% From Line 18 

of ClAC on 

26 $ 48,725 
References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB, Company Data Request Responses CSB 2.16 & CSB 2.17 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

COMPANY STAFF LINE 
NO. DESCRIPTION AS FILED ADJUSTMENTS 

Supplemental Surrebuttal Schedule CSB-6.1 

STAFF 
AS ADJUSTED 

RATE BASE ADJUSTMENT NO. 3 - ADIT 

References: 
Column A: Company Schedule B-2 
Column B: Testimony, CSB 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31, 2012 

OPERATING INCOME -TEST YEAR AND STAFF RECOMMENDED 

LINE 
NO. DESCRIPTION - 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

REVENUES: 
Metered Water Sales 
Water Sales - Unmetered 
Other Operating Revenues 

Total Revenues 

EXPENSES: 
Salaries and Wages 
Employee Pensions & Benefits 
Purchased Power 
Fuel for Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies & Expense 
Contradual Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Taxes 
Rounding 

Total Operating Expenses 

Operating Income (Loss) 

w PI IC1 
STAFF 

COMPANY STAFF TEST YEAR 
TESTYEAR TESTYEAR ADJ AS 

AS FILED ADJUSTMENTS ADJUSTED 

Supplemental Surrebuttal Schedule CSB-7 

$ 313,559 $ 313,559 

6,966 6,966 
$ 320,525 $ 320,525 

$ 55,097 $ 

50,533 

2,181 
28,089 

58,481 
11,000 

266 

65,000 
235,253 

85,632 

21,030 
(109,557) 

(1 1 

$ 

- I $  

(1,683) 2 

(37,033) 3.4.5 

(26,198) 6 

(1,052) 
29,176 7 

55,097 

50,533 

2,181 
28,089 

56,798 
11,000 

. -  
266 

65,000 
198,220 

59,434 

19,978 
(80,38 1 ) 

(1) 

References: 
Column (A): Company Schedule C-I 
Column (B): Schedule CSB-16 
Column (C): Column (A) + Column (B) 
Column (D): Schedules CSB-1 and CSB-2 
Column (E): Column (C) + Column (D) 

$ 503,004 $ (36,790) $ 466,214 

$ (182,479) $ 36,790 $ (145,689) 

[Dl 

STAFF 
PROPOSED 
CHANGES 

$ 289,731 

$ 289,731 

6,020 
92,601 

$ 98,621 

$ 191,110 

STAFF 
RECOMMENDED 

$ 603,290 

6,966 
$ 610,256 

$ 55,097 

50,533 

2,181 
28,089 

56,798 
11,000 

266 

65,000 
198,220 

59,434 

25,998 
12,220 

(1) 

$ 564,835 

$ 45,422 
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Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

I [AI P I  [CI 

I STAFF 
LINE COMPANY ADJUSTMENTS STAFF 

Supplemental Surrebuttal Schedule CSB-9 

OPERATING INCOME ADJUSTMENT NO. 1 - SALARIES & WAGES 

1 NO.  DESCRIPTION 1 ASFILED I (Co lC-ColA)  1 ASADJUSTED 
1 Salaries &Wages $ 55,097 $ - $  55,097 Removed $2,507 Adi. 
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
12 

References: 
Column A: Company Schedule C-2 
Column 8: Testimony, CSB; Data Request Responses CSB 1.15,1.24, and 2.1 1 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

STAFF 
LINE COMPANY ADJUSTMENTS 
NO. DESCRIPTION AS FILED (Col C - COI A) 

Supplemental Surrebuttal Schedule CSB-I0 

STAFF 
AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 2 - CONTRACTUAL SERVICES 

References: 
Column A: Company Schedule C-2 
Column 8: Testimony, CSB, Data Request Response CSB 1.31 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. 

Supplemental Surrebuttal Schedule CSB-11 

COMPANY ADJUSTMENTS STAFF 
DESCRIPTION AS FILED (Col C - Col A) AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 3 - $197,722 Corporate Office Allocation 

References: 
Column A Company Schedule C-1 
Column B: Testimony, CSB 
Column C. Column [A] + Column [E] 



Payson Water Company, Inc. 
Docket No. W-035148-13-0111 
Test Year Ended December 31,2012 

LINE COMPANY STAFF 

Supplemental Surrebuttal Schedule CSB-12 

STAFF 

OPERATING INCOME ADJUSTMENT NO. 5 - MISCELLANEOUS EXPENSE, BEAVER DAM WRITE OFF 

NO. DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

2 Beaver Dam Write Off (CSB 2.3) $ 7,857 $ (7,857) $ 
3 Total Miscellaneous Expense $ 235,253 $ (7,857) $ 227,396 

References: 

Column A: Company Schedule C-I 
Column B: Testimony, CSB 
Column C: Column [A] + Column [B] 



Payson Water Company, lnc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

LINE 
NO. 

Supplemental Surrebuttal Schedule CSB-I3 

COMPANY STAFF STAFF 
DESCRIPTION AS FILED ADJUSTMENTS AS ADJUSTED 

OPERATING INCOME ADJUSTMENT NO. 4 - MISCELLANEOUS EXPENSE, OTHER 

2 Chemicals (CSB 2.6) $ 2,438 $ (2,438) $ 
3 Consumption Report Regarding Water Augmentation Costs $ 1,650 $ - $  1,650 
4 Cogsdale - Star Valley Deposit Sort $ 825 $ (825) $ 
5 Arizona Department of Revenue $ 1,076 $ (1,076) $ 
6 ACC Annual Assessment $ 1,018 S (1,018) $ 
7 Total Miscellaneous Expense $ 239,822 $ (5,357) $ 234,465 

References: 
Column A: Company Schedule C-I 
Column B: Testimony, CSB 
Column C: Column [A] + Column [B] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31, 2012 

LINE 
NO. 

Supplemental Surrebuttal Schedule CSB-14 

SERVICE or Fully Depreciated PLANT DEPRECIATION EXPENSE 
DESCRIPTION P e r  Staff PLANT (COI A - COI B) RATE (Col C x Col D) 

OPERATING INCOME ADJUSTMENT NO. 6 -DEPRECIATION EXPENSE ON TEST YEAR PLANT 

[AI [BI [CI [Dl Fl 
I I I I PLANT In 1 NonDepreciable I DEPRECIABLE 1 1 DEPRECIATION\ 

302 Franchises 
303 Land and Land Rights 
304 Structures and Improvements 
305 Collecting and Impounding Reservion 
306 Lake, River and Other Intakes 
307 Wells and Springs 
309 Supply Mains 
310 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
330 Disinbuhon Reservoirs and Standpipes 

331 Transmission and Distnbution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 BackAow Prevenhon Devices 
339 Omer Plant and Miscellaneous Equipment 
340 m c e  Furniture and Equipment 
341 Transportation Equipment 

340 1 Computers and Software 
343 Tools Shop, and Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Equipment 

330 2 Pressure Tanks 

Total Plant 

- $  0.00% $ 
16,500 (16,500) $ 0.00% 

300.078 300.078 3.33% 9,993 
2,531 2,531 3.33% 84 

2.50% 
273,013 273,013 3.33% 9,091 

3,681 3,681 2.00% 74 
8.310 8,310 5.00% 41 6 

217,608 217,608 12.50% 27,201 

273,800 273,800 2.22% 6.078 
10,567 10,567 3.33%. 352 ~ 

5.00% 
439,972 439,972 2.00% 8,799 

81,823 81,823 3.33% 2.725 
199,952 199,952 8.33% 16,656 

1.171 1,171 2.00% 23 
6.67% 

6.67% 
20.00% 
20.00% 

10.00% 
5.00% 

10.00% 
10.00% 

320,820 320.820 6.67% 21,399 

72 72 5.00% 4 

9.267 9,267 10.00% 927 

$ 2,159.386 $ (16,721) $ 2,142,665 $ 103,821 

Composite Depreciation Rate (Depr Exp I Depreciable Plant): 4.85% 
CIAC: $ 916,069 

Amortization of CIAC (Line 33 x Line 34): $ 44,387 

Depreciation Expense Before Amortization of CIAC: $ 103,821 
Less Amortization of CIAC: $ 44,387 

Test Year Depreciation Expense - Staff: $ 59,434 
Depreciation Expense - Company: 85,632 

Staffs Total Adjustment: $ (26,198) 

References: 
Column [A]: Schedule CSB-4 
Column [B]: From Column [A] 
Column [C]: Column [A] - Column [B] 
Column ID]: Engineering Staff Report 
Column [E]: Column [C] x Column [D] 



Payson Water Company, Inc. 
Docket No. W-03514A-13-0111 
Test Year Ended December 31,2012 

Supplemental Surrebuttal Schedule CSB-15 

OPERATING INCOME ADJUSTMENT NO. 7 - TESTYEAR INCOME TAXES 

LINE 
- NO. DESCRIPTION 

Calculation of lncome Tax: 
1 Revenue 
2 Less: Operating Expenses - Excluding Income Taxes 
3 Less: Synchronized Interest (L17) 
4 Arizona Taxable Income (LI- L2 - L3) 
5 Arizona State Income Tax Rate 
6 Arizona Income Tax (L4 x L5) 
7 Federal Taxable Income (L4 - L6) 
8 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% 
9 Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25% 
10 Federal Tax on Third income Bracket ($75,001 - $100,000) @ 34% 
11 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 
12 Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34% 
13 Total Federal Income Tax 
14 Combined Federal and State Income Tax (L6 + L13) 

Calculation of lnteresf Synchronization: 
15 Rate Base 
16 Weighted Average Cost of Debt 
17 Synchronized Interest (L16 x L17) 

18 
I 9  
20 

Test Year 
$ 320,525 
$ 546,596 
$ 
$ (226,071) 

6.500% 
$ (14,695) 

$ (211,376) 
$ (7,500) 
$ (6,250) 
$ (8,500) 
$ (43,437) 
$ 

$ (65,6871 
$ (80,3811 

$ 504,684 
0.00% 

$ 

income Tax - Per Staff $ (80,381) 
Income Tax - Per Company $ (109,557) 

Staff Adjustment $ 29,176 



Payson Water Company, Inc. 

LINE 

Supplemental Surrebuttal Schedule CSB-16 

STAFF 

Docket No. W-O3514A-13-0111 
Test Year Ended December 31,2012 

NO. 

OPERATING INCOME ADJUSTMENT NO. 8 - PROPERTY TAX EXPENSE 

Property Tax Calculation AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule CSB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 1 I )  
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 320,525 
2 

641,050 
320,525 
961,575 

3 
320,525 

2 
641,050 

641,050 
19.0% 

121,800 
16.4025% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 19,978 
Company Proposed Property Tax 21,030 

$ 

Staff Test Year Adjustment (Line 16-Line 17) $ (1,052) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

$ 320,525 
2 

$ 641,050 
$ 610,256 

1,251,306 
3 

$ 417,102 
2 

$ 834,204 

$ 
$ 834,204 

19.0% 
$ 158,499 

16.4025% 
$ 

$ 25,998 
$ 19,978 
$ 6.020 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (LinelS/Line 20) 

$ 6,020 
289,73 1 

2.077650% 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31,2012 

Monthly Usage Charge Present 
United System C&S Systems 

Present 

Meter Size (All Classes): 
518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 

Company Proposed Rates 
Consolidated 

Commodity Charge - Per 1 

$ 16.00 

21.28 
32.00 
56.00 
80.00 
128.00 

No Tariff 
No Tariff 

18.40 

Gallons 

C&S System (All Meter Sizes) 
Per 1,000 gallons, for all gallons 

United Svstems (All Meter Sizes) 
First 4,000 gallons 
Over 4,000 gallons 

518"x314" and 314 "Meters (Consolidated) 
First 4,000 gallons 
4,001 to 10,000 gallons 
Over 10,000 gallons 

First 3,000 gallons 
3,001 to 10,000 gallons 
Over 10,000 gallons 

1" Meter (Consolidated] 

First 25,000 gallons 
Over 25,000 gallons 

First 18,000 gallons 
Over 18,000 gallons 

1 112" Meter (Consolidated) 

First 50,000 gallons 
Over 50,000 gallons 

First 38,000 gallons 
Over 38,000 gallons 

2" Meter (Consolidated) 

First 80,000 gallons 
Over 80,000 gallons 

First 60,000 gallons 
Over 60,000 gallons 

3" Meter (Consolidated) 

First 160,000 gallons 
Over 160,000 gallons 

First 120,000 gallons 
Over 120,000 gallons 

4" Meter (Consolidated) 

First 250,000 gallons 
Over 250,000 gallons 

First 200,000 gallons 
Over 200,000 gallons 

NIA 

$ 1.9300 
2.9900 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

Rate Design 

I4 17.00 
25.50 
42.50 
85.00 
136.00 
255.00 
425.00 

No Tariff 
850.00 

$ 39.24 

98.09 
196.18 
313.89 
627.78 
980.90 

1,961.80 

58.85 

3.1 38.88 

6 1.4800 

NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 

Nl/ 
N1/ 

$ 2.7500 
4.7500 
6.7500 

NIA 
NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Supplemental 
Surrebuttal Schedule CSB-17 

Page 1 of 2 

Staff Recommended Rates 
Consolidated 

$ 23.00 
36.00 
60.00 
120.00 
200.00 
400.00 
600.00 

1,200.00 
2.000.00 

NIA 

NIA 
NIA 

NIA 
NIA 
NIA 

4.0000 
7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31,2012 

Rate Design Supplemental 
Surrebuttal Schedule CSB-17 

Page 2 of 2 

6 Meter (Consolidated) 

First 500,000 gallons 
Over 500,000 gallons 

First 450,000 gallons 
Over 450,000 gallons 

8" Meter (Consolidated) 

First 800,000 gallons 
Over 800.000 gallons 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

First 679,000 gallons NIA 
Over 679,000 gallons NIA 
Reestablishment (within 12 months) 

Other Service Charges 
United System 

Establishment $ 25.00 
Establishment (After Hours) $ 35.00 

Reconnection (Delinquent and After Hours) $ 30.00 
Meter Test (If Correct) $ 25.00 
Deposit 
Deposit Interest' 6.00°/ 
Reestablishment (within 12 months) 
NSF Check $ 17.50 
Deferred Payment (per month) 1.500, 
Meter Re-Read (if correct and not error) $ 15.00 
Late Charge per month (per R-14-2409 G (6): 1.500, 
After Hour Service Charge (at cust. request) NIA 

Reconnection (Delinquent) $ 20.00 

** 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

NIA 
NIA 

C&S Systems 
$ 25.00 
$ 35.00 
$ 20.00 
$ 30.00 
$ 20.00 

6.000, 

$ 10.00 
1.500, 

$ 1o.oc 
1 .5Oot 

NIA 

fl 

4.0000 
4.2500 

NIA 
NIA 

4.0000 
4.2500 

NIA 
NIA 

Consolidated Company Proposed 
$ 25.00 
$ 35.00 
$ 20.00 
$ 30.00 
$ 25.00 

6.00% 

$ 17.50 
1.50% 

$ 15.00 
1.50% 

NIA 

f *  

* Per Commission Rule R14-2403(8). 
** Number of months off the system times the month19 minimum per A.A.C. R14-2403(D) 

In addition to the collection of regular rates, the utility will collect from its customers a proportionate share of any 
privilege, sales, use, and franchise tax. Per commission rule 14-2409D(5). 

All advances andlor contributions are to include labor, materials, overheads, and all applicable taxes. 

Service and Meter Installation Charges 
United 

Systems and 
C&S System 

Service Size 
518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
2 Inch Turbine 
2 Inch Compound 
3 Inch 
3 Inch Turbine 
3 Inch Compound 
4 Inch 
4 Inch Turbine 
4 Inch Compound 
6 Inch - United Systems 
6 Inch - CBS Systems 
6 Inch Turbine 
6 Inch Compound 
8 Inch 

1 T O ~ ~ I  Present 
$ 430.00 
$ 480.00 
$ 550.00 
$ 775.00 
$ 1,305.00 

NIA 
NIA 

$ 1,815.00 
NIA 
NIA 

$ 2,860.00 
NIA 
NIA 
NIA 

$ 5,275.00 
NIA 
NIA 
NIA 

Consolidated 
Proposed 

Service Line 
Charge 

$ 445.00 
$ 445.00 
$ 495.00 
$ 550.00 

NIA 
$ 830.00 
$ 830.00 

NIA 
$ 1,045.00 
$ 1,165.00 

NIA 
$ 1,490.00 
$ 1,670.00 

NIA 
NIA 

$ 2,210.00 
$ 2,330.00 

At Cost 

Consolidated 
Proposed Meter 
nsallation Charge 
$ 155.00 
$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,890.00 

NIA 
$ 1,670.00 
$ 2,545.00 

NIA 
$ 2,670.00 
$ 3,645.00 

NIA 
NIA 

$ 5,025.00 
$ 6,920.00 

At Cost 

Consolidated 
Total Proposed 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 
$ 2,720.00 

NIA 
$ 2,715.00 
$ 3,710.00 

NIA 
$ 4,160.00 
$ 5,315.00 

NIA 
NIA 

$ 7,235.00 
$ 9,250.00 

At Cost 

NIA 
NIA 

7.6640 
9.6170 

NIA 
NIA 

7.6640 
9.6170 

Consolidated Staff Recommended 
$ 25.00 

Remove from Tariff 
$ 20.00 

Remove from Tariff 
$ 25.00 

6.00% 

$ 17.50 
1.5% per month 

$ 15.00 
1.5% per month 

$ 35.00 

** 

Consolidated 
Recommended 

Service Line 
Charge 

$ 445.00 
$ 445.00 
$ 495.00 
$ 550.00 

NIA 
$ 830.00 
$ 830.00 

NIA 
$ 1,045.00 
$ 1,165.00 

NIA 
$ 1,490.00 
$ 1,670.00 

NIA 
NIA 

$ 2.210.00 
$ 2,330.00 

At Cost 

Consolidated 
Recommended 
Meter Insallation 

Charge 
$ 155.00 
$ 255.00 
$ 315.00 
$ 525.00 

NIA 
$ 1,045.00 
$ 1,890.00 

NIA 
$ 1,670.00 
$ 2.545.00 

NIA 
$ 2,670.00 
$ 3.645.00 

NIA 
NIA 

$ 5,025.00 
$ 6,920.00 

At Cost 

Consolidated Total 
Recommended 

Charge 
$ 600.00 
$ 700.00 
$ 810.00 
$ 1,075.00 

NIA 
$ 1,875.00 
$ 2,720.00 

NIA 
$ 2,715.00 
$ 3,710.00 

NIA 
$ 4,160.00 
$ 5,315.00 

NIA 
NIA 

$ 7,235.00 
$ 9,250.00 

At Cost 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31,2012 

518" 518" 

Typical Bill Analysis for United System 
General Service 518 x 314-Inch Meter 

518" 

Supplemental Surrebuttal Schedule CSB-18 
Page 1 of 2 

Present Proposed Dollar Percent 
Company Proposed Gallons' Rates Rates Increase Increase 

Average Usage 2,903 $ 21.60 $ 47.22 $ 25.62 1 18.60% 

Median Usage 1,434 18.77 43.18 $ 24.42 130.10% 

Staff Recommended 

Average Usage 2,903 $ 21.60 $ 34.61 $ 13.01 60.22% 

Median Usage f,434 18.77 28.74 $ 9.97 53.11% 

Present 8, Proposed Rates (Without Taxes) 
General Service 5/8 x 314-Inch Meter 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

17.93 
19.86 
21.79 
23.72 
26.71 
29.70 
32.69 
35.68 
38.67 
41.66 
44.65 
47.64 
50.63 
53.62 
56.61 
59.60 
62.59 
65.58 
68.57 
71.56 
86.51 

101.46 
116.41 
131.36 
146.31 
161.26 
236.01 
31 0.76 

41.99 
44.74 
47.49 
50.24 
54.99 
59.74 
64.49 
69.24 
73.99 
78.74 
85.49 
92.24 
98.99 

105.74 
112.49 
11 9.24 
125.99 
132.74 
139.49 
146.24 
179.99 
213.74 
247.49 
281.24 
314.99 
348.74 
517.49 
686.24 

134.19% 
125.28% 
117.94% 
111.80% 
105.88% 
101.14% 
97.28% 
94.06% 
91.34% 
89.01% 
91.47% 
93.62% 
95.52% 
97.20% 
98.71 % 

100.07% 
101.29% 
102.41% 
103.43% 
104.36% 
108.06% 
110.66% 
11 2.60% 
114.10% 
11 5.29% 
116.26% 
11 9.27% 
120.83% 

27.00 
31 .OO 
35.00 
42.66 
50.33 
57.99 
65.66 
73.32 
80.98 
88.65 
98.27 

107.88 
117.50 
127.12 
136.73 
146.35 
155.97 
165.58 
175.20 
184.82 
232.90 
280.99 
329.07 
377.16 
425.24 
473.33 
713.75 
954.18 

50.59% . 
56.09% 
60.62% 
79.87% 
88.42% 
95.26% 

100.84% 
105.49% 
109.42% 
112.79% 
120.08% 

132.07% 
137.07% 
141 54% 
145.55% 
149.1 9% 
152.49% 
155.51% 
158.27% 
169.22% 
176.94% 
182.68% 
187.1 2% 

193.52% 
202.42% 
207.05% 

126.45% 

190.65% 



Payson Water Company 
Docket No. W-03514A-13-0111 
Test Year Ended: December 31,2012 

518" 5/8" 

Supplemental Surrebuttal Schedule CSB-18 
Page 2 of 2 

518" 

Typical Bill Analysis for C&S System 
General Service 518 x 314-Inch Meter 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates increase Increase 

Average Usage 6,961 $ 27.30 $ 64.30 $ 37.00 135.53% 

Median Usage 4,500 23.66 52.62 $ 28.96 122.38% 

Staff Recommended 

Average Usage 6,961 $ 27.30 $ 65.36 $ 38.05 139.38% 

Median Usage 4,500 23.66 46.50 $ 22.84 96.52% 

Present & Proposed Rates (Without Taxes) 
General Service 518 x 3/4-lnch Meter 

1,000 
2,000. 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100.000 

18.48 
19.96 
21.44 
22.92 
24.40 
25.88 
27.36 
28.84 
30.32 
31.80 
33.28 
34.76 
36.24 
37.72 
39.20 
40.68 
42.16 
43.64 
45.12 
46.60 
54.00 
61.40 
68.80 
76.20 
83.60 
91.00 

128.00 
165.00 

41.99 
44.74 
47.48 
50.24 
54.99 
59.74 
64.49 
69.24 
73.99 
78.74 
85.49 
92.24 
98.99 

105.74 
11 2.49 
119.24 
125.99 
132.74 
139.49 
146.24 
179.99 
213.74 
247.49 
281.24 
314.99 
348.74 
517.49 
686.24 

127.22% 
124.1 5% 
121.50% 
119.20% 
125.37% 
130.83% 
135.71% 
140.08% 
144.03% 
1 47.61 % 
156.88% 
1 65.36% 
173.15% 
180.33% 
186.96% 
193.12% 
198.84% 
204.17% 
209.1 5% 
213.82% 
233.31% 
248.11% 
259.72% 
269.08% 
276.78% 
283.23% 
304.29% 
315.90% 

27.00 
31 .OO 
35.00 
42.66 
50.33 
57.99 
65.66 
73.32 
80.98 
88.65 
98.27 

107.88 
117.50 
127.12 
136.73 
146.35 
155.97 
165.58 
175.20 
184.82 
232.90 
280.99 
329.07 
377.16 
425.24 
473.33 
71 3.75 
954.18 

46.10% 
55.31% 
63.25% 
86.14% 

106.26% 
124.08% 
139.97% 

167.10% 
178.77% 
195.27% 
210.36% 

237.00% 

259.76% 
269.94% 
279.43% 
288.30% 
296.61% 
331.30% 
357.64% 
378.30% 
394.96% 
408.66% 
420.14% 

478.29% 

154.23% 

224.22% 

248.8 1 Yo 

457.62% 
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COMMISSIONER 

COMMISSIONER DOCKETED BY 

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-02 134A-99-0176 
C & S WATER COMPANY, INC. FOR A 

FINANCNG APPROVAL. 
PERMANENT RATE INCREASE AND DECISION NO. b2..3@ 

Open Meeting 
February 15 and 16,2000 
P k m k ,  Arizona 

BY THE COMMISSION 

1 ORDER l ~ j  
On February 24, 1999, C & S Water Company, Inc. (“C&S” or “Applicant”) filed with the 

Arizona Corporation Commission (“Commission”) an application for a permanent rate increase and a 

request for approval of financing. 

On March 26, 1999, the Commission’s Utilities Division (“Staff ’) filed notice that the portion 

of the application related to the rate increase had met the sufficiency requirements of A.A.C. R14-2- 

103. Based on its application C&S would be treated as a Class D utility, however, pursuant to an 

agreement with Staff, Applicant stipulated that the utility would be treated as a Class B water utility 

with respect to the issuance of a final Order on the application by the Commission since it had been 

filed as part of a p u p  of five applications by its parent corporation,.Brooke Utilities, Inc. 

(“Brooke”). 

Applicant provided notice to its customers of the application on or about March 29, 1999. In 

response thereto, the Commission has received 13 letters raising various concerns and a petition 

containing the signatures of 13 customers opposing the size of the proposed rate increase. 

On October 8, 1999, Staff filed its Staff Report, recommending that the rates proposed by 

Staff be approved and that a portion of the financing application also be approved. Subsequently, due 

to an error in the calculation of Applicant’s Debt Service Coverage (“DSC”) ratio, Staff filed a 

revised Staff Report on November 16,1999, to replace the original report. In response, on December 

HLnes\mydocsbrdcrsK&SWATERDOC 1 
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8, 1999, C&S filed a “Narrative Rebuttal” to the revised Staff Report. 
* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. Pursuant to authority granted by the Commission, C&S is an Arizona corporation 

engaged in the business of providing water service to the public in an area approximately 10 miles 

southeast of Payson, Gila County, Arizona.’ 

2. Applicant provides water service by means of two interconnected systems, the Gisela 

Water System (“Gisela”) acquired pursuant to the terms of Decision No. 54854 (January 23, 1986) 

and the Triple T Water System (“Triple T”) acquired pursuant to Decision No. 57515 (August 14, 

1991). 

3. At present, Gisela’s rates for water service were approved in Decision No. 54296 

(December 24, 1984) and Triple T’s by Decision No. 48089 (July 13,1977). 

4. On February 24, 1999, C&S filed with the Commission an application requesting 

authority to increase its rates and charges for both systems and requested approval for an open line of 

credit in the aniount of $150,000 originally with Brooke. Brooke is controlled by Crystal 

Investments L.L.C. (“Crystal”) which owns 90 percent of the stock, and by Mr. Robert Hardcastle, 

Brooke’s President, who owns the remaining 10 percent of the stock. Crystal is controlled by Mr. 

Lee Jameson, a principal in Jaco Oil Company (“Jaco”), and a Jameson family trust. 

5.  On March 26, 1999, Staff filed notice that the rate application met the sufficiency 

requirements of A.A.C. R14-2-103. 

6. During the Test Year ended June 30, 1998 (“TY“), Applicant served a total of 156 

customers, 133 on its Gisela system and 23 on its Triple T system. 

7. On April 2, 1999, C&S notified its customers of the application herein and in response 

thereto, 13 customers sent letters voicing their concerns and protesting the proposed rates and 13 

C&S is a wholly-owned subsidiary of Brooke which acquired C~LS on or about August 8,1996, at I 

which time Brooke acquired the outstanding stock of Mr. Richard S. Williamson in United Utilities, Inc., through which 
he controlled I8 Arizona water utilities. 

2 DECISION NO. 62 3 A U  
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ustomers also signed a petition in opposition to the proposed rate increase. 

8. Staff conducted an investigation of Applicant’s proposed rates and charges and its 

quest for financing approval, and in the revised Staff Report filed November 16, 1999, 

ecommended that its proposed rates and slightly more than half of Applicant’s request for what Staff 

med “short-term” debt be converted to long-term debt without a hearing. Staff hrther 

ecommended the remainder of the requested debt be treated as paid in capital. Staff also 

ecommended that the Commission approve an issuance of common stock by C&S in order to fund 

uture capital expenditures. 

9. The rates and charges for Applicant at present, as proposed in the application, and as 

ecommended by Staff are as follows: 

Present Rates Proposed Rates 
Gisela Triule T ComPany 

MONTHLY USAGE CHARGE: 

518” x %” Meter 
%” Meter 
1” Meter 

1 %”Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

Gallons included in Minimum 2,000 

Commoditv Charge in excess of minimum - Per 1 .OOO Gallons 

518” Meter 
1” Meter 

All meter sizes 

$1.48 - 
- 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Refundable pursuant to A.A.C. R14-2-405) 

98” x 3/” Meter (Same side of street as main line) 
518” x ?4” Meter (Other side of street fiom main line) 
5/8” x %” Meter (Either side of the street) 

$1 25.00 
$250.00 - 

%” Meter - 
I”  Meter - 

1 %“Meter - 

2,000 0 

$1.25 $2.50 
- 3.50 
- - 

- - 
- 

- $100.00 
- 455.00 
- 520.00 
- 740.00 

- Staff 

$13.60 
20.40 
34.00 
68.00 
108.80 
204.00 
340.00 
680.00 

0 

- 
- 

$2.00 

- 
- 

$430.00 
480.00 
550.00 
775.00 

3 DECISION NO. 6 2320 
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- - 1,800.00 1,305.v 
- - 2,340.00 1,81f 
- - 3,405.00 2,860.b- 
- - 6,510.00 5,275.00 

SERVICE CHARGES: 

Establishment 
Establishment (After Hours) 
Reconnect ion 
Reconnection (After Hours) 
Deposit 
Deposit Interest 
Reestablishment (Within 12 Months) 
NSF Check 
Deferred Payment (Per Month) 
Meter Reread (If Correct) 
Meter Test 
Late Payment Penalty (Per Month) 

$25.00 
45.00 
20.00 

- 
* 
* 

** 
$10.00 
1 .So% 
$5 .OO 
25.00 

- 

$25.00 
35.00 
20.00 
30.00 
50.00 
6% 

$10.00 

$25 .OO 

Per rule 

** 

1.50% 

- 

$25.00 
35.00 
20.00 
30.00 * 

* 
** 

$10.00 
1 SO% 
$10.00 
$20.00 
1 SO% 

* 
** Per Commission Rule A.A.C. R-14-2-403(B). 

Number of months off system times the monthly minimum, per Commission Rule 

Pursuant to the Staff Report, Applicant’s fair value rate base (“FVRB”) is determil: 

A.A.C. R14-2-403(D). 

10. 

to be $50,719, which is the same as its original cost rate base.2 

11. Applicant’s present rates and charges produce operating revenues of $36,166 and 

adjusted operating expenses of $43,7133 which resulted in an adjusted operating loss of $7,547 for 

the TY. 

12. The rates and charges Applicant proposed would produce operating revenues of 

$60,639 and operating expenses of $51,659, resulting in net operating income of $8,980 for a 17.71 

percent rate of return on FVRB. 

13. The rates and charges Staff recommended would produce adjusted operating revenues 

of $49,758 and adjusted operating expenses of $44,443, resulting in net operating income of $5,315 

Staff decreased Applicant’s FVRB by S28,ooS primarily due to an adjustment to plant in service of 
$19,127, a substantial portion of which consisted of C.W.I.P. in the amount of $17,501, and the removal of a claim for a 
deferred tax asset in the amount of $10,0oO that is a non rate base item camed forward from the prior owner and r 
substantiated. 

Staff removed $7,946 from Applicant’s claimed TY operating expenses primarily due to I 
amortization of Applicant’s claimed water testing and rate case expenses over three years and by revising the depreciation 
rate by $2,523 from a five percent composite rate to a 2.764 percent composite rate to better reflect actual plant life. 

2 

3 
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for a 10.48 percent rate of return on FVRB. 

14. Staff is recommending a revenue increase of approximately $13,600 which Staff 

believes will enable C&S to meet its operating needs and service Applicant’s long-term financing 

needs arising from debt which Staff recommends be authorized hereinafter. 

15. Applicant’s proposed rates would increase the average Gisela customer’s (6,295 

gallons) monthly bill by 90.9 percent, from $19.36 to $36.95, and the median Gisela customer’s 

(3,923 gallons) monthly bill by 95.7 percent, fkom $15.85 to $31.02. 

16. Applicant’s proposed rates would increase the average Triple T customer’s (7,283 

gallons) monthly bill by 179.5 percent, from $14.10 to $39.42, and the median Triple T customer’s 

(3,667 gallons) monthly bill by 217 percent from $9.58 to $30.38. 

17. Stars proposed rates would increase the average Gisela customer’s (6,295 gallons) 

monthly bill by 35.3 percent, from $19.36 to $26.19, and the median Gisela customer’s (3,923 

gallons) monthly bill by 35.3 percent fiom $15.85 to $21.45. 

18. Staffs proposed rates would increase the average Triple T customer’s (7,283 gallons) 

monthly bill by 99.7 percent, from $14.10 to $28.17, and the median Triple T customer’s (3,667 

gallons) monthly bill by 1 18.4 percent from $9.58 to $20.93. 

19. Babed on its analysis, Staff concluded that Applicant’s cost of capital consists of 5 1.92 

percent long-term debt at a cost of 10 percent (with a weighted cost of 5.19 percent) and 48.08 

percent equity at a cost of 11.00 percent (with a weighted cost of 5.29 percent) for an overall 

weighted cost of capital of 10.48 percent. 

20. Applicant’s request for long-term financing approval arises out of past “short term” 

loans reflected by a promissory note dated January 1, 1997, for an open line of credit with Brooke in 

the amount of $150,000, payable at 10 percent interest and whose terms expired on December 31, 

1997. 

21. Through the end of the TY, C&S had utilized $43,047 of unapproved debt from its 

line of credit with Brooke using $14,404 to cover capital improvements for Gisela and Triple T and 

another $28,643 to cover operating expenses and losses incurred by Applicant. 

22. C&S is requesting approval of a new open line of credit with Jaco in the amount of 

5 DECISION NO. d 2.3 a 0 
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$100,000, payable at 10 percent interest per annum for a period of five years with a maturity dat 

January I ,  2004, in order to replace the debt owed to Brooke. 

23. C&S is also seeking financing approval for additional debt of $56,400 to cover the 

rollowing projected capital expenditures: 

0 In 1999, $18,100 comprised of $2,000 to replace non-functional meters, $3,100 
to replace required fencing at a booster station, and $13,000 to remodel a 
welVtank site; 

In 2000, $37,400 comprised of $900 to replace existing non-functional meters, 
$22,000 for the construction of a 50,000 gallon storage tank, $3,000 for 
required fencing of a booster station at Triple T, and $1 1,500 to remodel an old 
welYtank site at Triple T; and 

In 200 1, $900 to replace any remaining non-functional meters. 

0 

0 

Normally, Staff would not recommend approval of debt to cover operating losses or 

zxpenses because Staff believes that a utility should seek rate relief as soon as it is necessary to meet 

its fiscal requirements, however, when Brooke acquired its interest in C&S, its financial records were 

totally inadequate in order to file a rate case because of Mr. Williamson's prior mismanagement. 

24. 

25. With respect to the allowance of any portion of the previously unapproved debt being 

approved for the payment of operating expenses, under the circumstances herein, Staff recommended 

that the Commission approve only up to $25,200 of the $43,047 requested by Applicant for long-term 

debt, Based on Staffs proposed revenue increase, this is the maximum amount of debt Applicant can 

afford to carry. Staff hrther recommends that the terms for this debt should not exceed an interest 

rate of 10 percent per annum and be payable for a period of five years as requested by C&S. 

26. Staff is hrther recommending that the remaining balance, $17,847, of previously 

unauthorized debt be converted into paid in capital. 

27. Lastly, in order to fund the projected capital expenditures for 1999, 2000 and 2001 as 

proposed by Applicant, Staffrecommends that the Commission approve a common stock issuance by 

C&S in an amount not to exceed $56,400 since Staff engineers found the capital expenditures to be 

reasonable and neces~ary.~ 

According to the Staff Report, Applicant's well produces 90 gallons of water per minute and with a 
storage capacity of 30,000 gallons, C&S can adequately serve up to 85 connections. However, during the TY, Applicant 
had 156 connections with 67 percent being year-round residents. It is obvious that C&S needs additional storage capacity 

4 
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28. Under the terms of Applicant’s loan agreement with Jaco, its minimum credit 

equirements are for a Times Interest Earned Ratio (‘TIER’’) of at least 1.50 and a DSC of at least 

1.25. 

29. Staffbelieves that if its recommended rates and charges are adopted they will produce 

evenues suficient to enable Applicant to have a TIER of 2.1 I and a DSC ratio of 1.25. 

30. Staff has verified that C&S is current on its property tax payments to Gila County and 

’or the collection and payment of its sales taxes. 

31. Under the terms of Decision No. 60972 (June 19, 1998), under a corporate 

*eorganization by Brooke, C&S was to be transferred to an entity known as Payson Water Company, 

hc., but this reorganization was conditioned upon C&S filing, within 365 days of Decision No. 

3972, a copy of its franchise for its certificated service area and a statement from the Arizona 

3epartment of Environmental Quality (“ADEQ’) that the water which it delivers to its customers 

ioes not exceed the allowed Maximum Contaminant Level (“MCL,”) and meets the quality standards 

If the Safe Drinking Water Act (“SDWA”). According to the Staff Report, C&S had not complied 

with these conditions, however, on December 16, 1999, C&S filed a copy of its franchise and was 

awaiting the results of recently conductea water tests. 

32. Staff has made the following additional recommendations: 

that C&S be ordered to initiate a back-flow prevention program and develop an 
emergency operation plan and submit same to Staff for its review; 

that C&S include in its Tariff a provision to allow for the flow-through of 
appropriate state and local sales taxes as provided in A.A.C. R14-2-608(D)(S); 

that C&S be ordered to install its planned 50,000 gallon storage tank by June I, 
2000; 

that the Commission approve long-term debt in an amount of $25,200 for C&S 
at an interest rate not to exceed 10 percent per annum and payable over five 
years; 

that the Commission order C&S to convert $17,847 in unauthorized debt to 
paid in capital; 

that the Commission authorize C&S to issue up to $56,400 in common stock to 

and the lack of storage capacity has been taken into account in its planned capital expenditure program which includes 
remodeling pumping facilities that should help resolve customer complaints regarding low pressure and water outages. 

7 DECISION NO. 62 3 2 0  
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fund its capital expenditure program for the years 1999,2000, and 2001; 

that the Commission order C&S to file, within 60 days of the effective date 
this Decision, copies of all executed loan documents with the Director of til, 
Commission’s Utilities Division; -and 

0 

0 that the Commission condition approval and the effective date of the 
implementation of the rates authorized hereinafter upon C&S filing a statement 
fkom ADEQ which indicates that Applicant’s water system has no MCL 
violations and is delivering water that meets the quality standards of the 
SDWA. 

Under the circumstances herein, we generally find that Staffs recommendations are 

*easonable and should be adopted. However, while we agree with Staff’s recommendations with 

*espect to the revenues that Applicant should derive h m  its rates and charges, we believe that the 

’ate design authorized hereinafter will ensure that Applicant will be better able to meet its obligations 

md provide its customers with quality service. Additionally, we believe that C&S should have until 

kcember 3 1,2000 to complete the installation of the 50,000 gallon storage tank. 

33. 

CONCLUSIONS OF LAW 

1. Applicant is a public service corporation within the meaning of Article XV of the 

Gzona Constitution and A.R.S. $0 40-250,40-251,40-301, and 40-302. 

2. The Commission has jurisdiction over Applicant and of the subject matter of the 

Ipplication. > 

3. 

4. 

Notice of the application was provided in the manner prescribed by law. 

The rates and charges authorized hereinafter are just and reasonable and should be 

tpproved without a hearing. 

S. Staff‘s recommendations, as set forth in Findings of Fact No. 32 are reasonable and 

;hould be adopted subject to the extension of time until December 3 1,2000, which C&S should have 

o install its additional 50,000 gallon storage tank. 

6. The proposed long-term financing is for lawful purposes within Applicant’s corporate 

wwers, is compatible with the public interest, with sound financial practices, and the proper 

mformance by Applicant of service as a public service corporation, and will not impair Applicant’s 

tbility to perform that service. 

7. The financing approved herein is for the purposes stated in the application and . 

8 DECISION NO. 42 3 20 
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.easonably necessary for those purposes, and while some of such purposes are wholly or in part, 

:easonably chargeable to operating expenses or to income, they are necessary to enable Applicant to 

:ontinue to provide service to its customers. 

8. In consideration of Staffs recommendations with respect to Applicant’s financing 

seequest, no hearing is necessary and the request should be summarily granted. 

ORDER 

IT IS THEREFORE ORDERED that C & S Water Company, Inc. is hereby directed to file on 

)r before February 29,2000, a revised rate schedule setting forth the following rates and charges: 

MONTHLY USAGE CHARGE: 

518” x %” Meter 
?AI” Meter 
1” Meter 

1 %” Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

$17.00 
25.50 
42.50 
85.00 
136.00 
255.00 
425.00 
850.00 

GALLONAGE CHARGE - Per 1,000 Gallons $1.48 

SERVICE LIT@ AND METER INSTALLATION CHARGES: 
(Refundable pursuant to A.A.C. R14-2-405) 

518” x %” Meter 
3/4.1 Meter 
1” Meter 

1 %”Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

SERVICE CHARGE: 

Establishment 
Establishment (After Hours) 
Reconnect ion 
Reconnection (After Hours) 
Deposit 
Deposit Interest 

9 

$430.00 
480.00 
550.00 
775.00 

1,305 .OO 
1,815.00 
2,860.00 
5,275 .OO 

$25.00 
35.00 
20.00 
30.00 * 

* 
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Reestablishment (Within 12 Months) ** 
NSF Check $10.00 
Deferred Payment (Per Month) 1 .SO% 
Meter Reread (If Correct) $10.00 
Meter Test $20.00 
Late Payment Penalty (Per Month) 1.50% 

* 
** Per Commission Rule A.A.C. R-14-2-403(B). 

Number of months off system times the monthly minimum, per Commission Rule 

IT IS FURTHER ORDERED that the above rates and charges shall be effective for all service 

provided on and after the first day of the month following that in which C&S Water Company, Inc., 

files, with the Director of the Utilities Division, a statement fiom ADEQ that the utility has no MCL 

violations and is delivering water which meets the quality standards of the Safe Drinking Water Act. 

A.A.C. R14-2-403@). 

IT IS FURTHER ORDERED that C & S Water Company, Inc. shall notify its customers of 

the rates and charges authorized hereinabove and the effective date of same by means of an insert in 

ts next regular monthly billing statement which precedes the month of implementation. 

IT IS FURTHER ORDERED that C & S Water Company, hc., shall file, within 60 day 

he effective date of this Decision, with the Director of the Commission’s Utilities Division a copy 01 

he  notice mailed to its customers. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. shall comply with all Staff 

recommendations which appear in Findings of Fact No. 32 hereinabove except that C&S Water 

Company, Inc. shall have until December 31, 2000 to install the 50,000 gallon storage tank and file 

dn affidavit with the Commission within IO days fiom the date the installation is complete that it has 

met compliance. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. shall file a copy of its ADEQ 

back-flow prevention program and a copy of its emergency operation plan with the Commission’s 

Director of Utilities. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. shall include in its tariff a 

provision to allow for the flow-through of any proportionate state and local taxes in accordance with 

A.A.C. R14-2-409@)(5). 

IT IS FURTHER ORDERED that C & S Water Company, Inc. be, and the same hereby is, 

10 DECISION NO. 6 a 3 a 
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authorized to issue long-term debt in an amount not to exceed $25,200 for a term of five years at no 

greater rate of interest than ten percent per annum. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. shall convert $17,847 in 

previously unauthorized debt to paid in capital. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. be, and the same hereby is, 

authorized to issue up to $56,400 in common stock to fimd projected capital expenditures. 

IT IS FURTHER ORDERED that C & S Water Company, Inc. is hereby authorized to engage 

in any transactions and to execute any documents necessary to effectuate the authorization granted 

hereinabove and file, within 60 days of the effective date of this Decision, with the Director of the 

Commission’s Utilities Division, certification that the transactions have been completed and copies of 

all executed loan documents. 

IT IS FURTHER ORDERED that such authority shall be expressly contingent upon C & S 

Water Company, Inc.’s use of the proceeds for the purposes set forth in the application. 

IT IS FURTHER ORDERED that approval of the financing set forth hereinabove does not 

constitute or imply approval or disapproval by the Commission of any particular expenditure of the 

proceeds derived thereby for purposes of establishing just and reasonable rates. 

... 

. . .  

. . .  

. . .  

. . .  

... 

... 

... 

... 

... 

... 

... 
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IT IS FURTHER ORDERED that C & S Water Company, Inc. shall cease from issuing 

additional long-term debt without prior Commission approval in the future. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

\ 

COMMISSIONER 
I ’  . .-/*’/ . 

C H W  N COMMISSIONER 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to itol, in the City of Phoenix, 
this/* day 

DISSENT 
MES:bbs 
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SERVICE LIST FOR: 

DOCKET NO. 

C & S WATER COMPANY, INC. 

W-02 134A-99-0176 

Robert T. Hardcastle 
Brooke Utilities, Inc. 
P.O. Box 82218 
Bakersfield, California 93380 

Lyn Farmer, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Deborah Scott, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 
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The Utilities Division (“Staff”) of the Arizona Corporation Commission (“Commission”) 

reby submits the revised Attachment 3, “Summer Water Augmentation Surcharge’’ for East Verde 

BEFORE THE ARIZONA 

OMMISSIONERS 

BOB STUMP, CHAIRMhv 
GARY PIERCE 
BRENDA BUFCNS 
BOB BURNS 
SUSAN BITTER SMITH 

lplJ THE MATTER OF THE APPLICATION OF 
PAYSON WATER CO., INC. AN ARIZONA 
CORPORATION, FOR A DETERMINATION OF 
‘HE F A R  VALUE OF ITS CTLITY PLANT AhD 
ROPERTY AND FOR INCREASES IN ITS 
CTATER RATES AND CHARGES FOR UTILITY 
IERVICE BASED THEREON. 

THE MATTER OF THE APPLICATION OF 
YSON WATER CO., INC. FOR AUTHORITY 
ISSUE EVIDENCE OF INDEBTEDNESS IN 

I AMOUNT NOT TO EXCEED $1,238,000 IN 
N?J”ECTION WITH IhTRASTRUCTuRE 
PROVEMENTS TO TKE UTILITY SYSTEM; 
SD ENCUMBER REAL PROPERTY AND 
ANT AS SECURITY FOR SUCH 
DEBTEDNESS. 

i 
i I 

J 
1 

DOCKETNO. W-03514A-13-0111 

DOCKET NO. W-03 5 t 4A-13-0142 

STAFF’S NOTICE OF FILCvG 

Irk and the revised Attachment C “Purchased Water Surcharge Examples” for Mesa Del Caballa. 

RESPECTFULLY S’IJBMITTED this 12* day of February, 2014. 

Y 
Attorney, Legal Division 
Arizona Corporation Commission 
1200 West W-ashington Street 
Phoenix, Arizona 85007 
(602) 542-3402 
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)rigmal and thirteen (13) copies of the 
oregoing filed this 12* day of February, 
014 with: 

h k e t  Control 
irizona Corporation Commission 
200 West Washington Street 
'hoenix, Arizona 85007 

:opy o{ the foregoing mailed and emailed 
his 12 day of February, 2014, to: 

ay Shapiro 
ENNEMORE CRAJG, P.C. 
!394 E. Camelback Road, Suite 600 
'hoenix, AZ 8501 6 
ittorneys for Payson M7ater Co., Inc. 

Cathleen M. Reidhead 
4406 S. Cholla Canyon Dr. 
'hoenix, AZ 85044 

bomasBremer . 
57 17 E. Turquoise Ave. 
kottsdale, AZ 85253 

3ill Sheppard 
5250 N. Central Ave. 
Phoenix, AZ 85012 

J. Stephen Gehring 
Richard M. Burt 
B I5 7 W. Deadeye Rd. 
Payson, AZ 85541 

Slynn Ross 
405 S. Ponderosa 
Payson, Arizona 85541 

Susan Nee 
2051 E. Aspen Drive 
Tempe, AZ 85282-2908 



Revised 
Attachment B 

SIJMMER 
WATER AUGMENTATION SURCHARGE TARIFF 

FOR 
EAST VERDE PARK 



EAST VERDE PARK SUMMER WATER AUGMENTATION SURCHARGE 

I. Purpose and Appiicabilitv 
The Summer Water Augmentation Surcharge can only be implemented during the months of 
May through September. 

The maximum amount of water aubgnentation cost that can be recovered during any given year is 
$10,000. 

The purpose of this tariff is to authorize Payson to make monthly adjustments to its rates and 
charges for water service in order to recover costs incurred for water purchases and hauling 
(“Water Augmentation Costs”) in the event that Payson experiences extreme water shortages for 
the East Verde Park water system. These charges are applicable to all connections and will be 
assessed based on usage, as provided below. 

11. Definitions 
Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting this tariff schedule. 

“Avoided Production Costs” means the unit cost of production (cost per 1,000 gallons) avoided 
by the Company because of reliance upon augmented water rather than pumping groundwater 
from the Company’s wells and booster stations. 

“Company” means Payson Water Company. 

“Curtailment Account Balance” means the monies collected under the curtailment tariff 
authorized in Decision No. 67821. 

“Water Augmentation Cost” means the actual cost of water purchased and water hauling costs. 
The maximum amount of water Augmentation cost that can be recovered during any given year 
is $10,000. 

“Water Augmentation Quantity” means the actual quantity of augmented water (in thousands of 
gallons). 

“Water Augmentation Surcharge” means the surcharge calculated in accordance with Section IV 
below. 

“Surcharge Rate” means the rate per 1,000 gallons that is calculated in accordance with Section 
111 below. 

“Water Sold” means the actual quantity (in thousands of gallons) of water sold by the Company 
to its Customers during the month corresponding to the month in which water was ~~urcliased. 



, 

111. Surcharge Rate Calculation 
The surcharge is calcuIated using data from the previous month’s bill. For example, the water 
augmentation surcharge that is applied on the July bill is calculated using the June water 
augmentation costs and the June total gallons sold. See Attachment B.l, page 1 for an example 
of the calculation. 

For each month that the Company augments water, the Company will calculate the Surcharge 
Rate per the following formula: 

[(Water Augmentation Cost - Curtailment Account Balance’) - (Water Augmentation Quantity x Avoided 
Production Costs)] / Water Sold 

IV. Terms and Conditions 
(A) Assessment and Billing of the Water Augmentation Surcharge: For any month in which 
water is purchased, after completing its billing for the month and receiving the billing for the 
month, Payson Water Company will make the surcharge calculation to determine the Surcharge 
Rate. 

In the following month, Payson Water Company will bill the Suimer Water Augmentation 
Surcharge to its customers. Each individual customer’s billing for the Summer Water 
Augmentation Surcharge will be based on that customer’s actual usage €or the previous month 
(the month corresponding to the Water Augmentation) times the Surcharge Rate. 

The Water Augmentation Surcharge shall be presented as a separate line item on the customer 
billing. 

(B) Notice to Commission: For any month in which the Company intends to bill customers a 
Water Augmentation Surcharge, the Company shall provide Commission Staff notice of the 
Company’s intent to bill the Water Augmentation Surcharge. The notice to Comnission Staff 
shall incIude the following: 

1. The Water Augmentation Cost. 
2. The Water Augmentation Quantity. 
3. A copy of the bills received for the water Augmentation. 
4. A description of the system problem necessitating water Augmentation and a description 

of the action being taken by the C.ompany to resolve the problem, including the date 
operations did or are expected to return to normal. 

5.  The dates €or beginning and ending water Augmentation. 
6 .  A schedule showing the calculation of the Surcharge Rate in excel format with formulas 

intact, including a schedule showing the determination of the Avoided Production Costs. 

Consideration of the Curtailment Account Balance could result in a negative cost recovered position. Therefore, 
tfie amount of the curtailment balance to be subtracted in the calcdation of the water augmentation surcharge shall 
be limited to the amount which would not cause the surcharge to be a ncgative amount. However, the surcharge can 
be $0 but cannot go below $0. 
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SURCHARGE CALCULATION 
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